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PREFACE 

The literature on Indian Income-tax Law is rather 
meagre considering the growing importance of the subject. 
In the present work an attempt is made to discuss the 
Income-tax Law as it is; to analyse its Sections into their 
essential elements; to concentrate particularly on those 
Sections which require clearer _flucidation; to show its 
applications to concrete cases and".its- implications in rela
tion to accounting, indicating some of-,the points where 
changes in the law seem desirable. My own professional 
experience has convinced me that the Income-tax Law can
not be fully comprehended unless it is studied in relation 
to accounts. A treatment of the subject on these lines 
will throw light on both. 

As the Income-ta..~ Law will undergo amendments, I 
ha,·e thought it fit not to include in this book exhaustive 
("itations of the numerous case decisions and departmental 
Hules and Instructions contained in the official Income
tax Manual. It has, however, included all the typical 
cases. A fuller treatment must await the actual amend
ment of the Act. 

To write a Treatise on Income-tax Law, the problems 
presented in its practical working and its bearing upon 
accounts is a difficult undertaking for a person outside the 
Income-tax Department. But perhaps, for this very 
reason, the work brings to its treatment a more detached 
outlook, a frank criticism and an unbiassed interpretation 
in terms of accounts, and of the law, the administration 
of which is sometimes associated with acute controversies. 

I regret that it was not possible for me to utilise the 
seventh edition of the Income-tax Manual which has. been 
published just when my Treatise has already been in print. 



'PREFACE 

I shall teet my labour amply rewarded if the worl\ 
helps towards a soUnd understanding of the law and 
appreciation of its problems and also tlie lines on which 
the coming' legislation should be framed, (Appendix C). 
I need hardly add that ,~pe recent.1):xperts' Report . has 
received in this book due co.nsideration on its most impor
tant recommendations. 

I have every hope that assessees in general and lawyers, 
accountants and business-men in particular will find the 
Treatise useful. Appendix B has been prepared for 
purposes of ready reference for all assessees. 

My acknowledgments to various authorities have 
been. duly made in the body of the book. I have also 
consulted with profit the Income-tax Law Reports and 
Digests written by Messrs. P. R. Srinivasan, A. N .. Aiyal' 
and B. R. Jain. 

The Hon'ble the Law Member of the Government of 
India, Sir N. N. Sircar, K.C.S.I., has very much en
couraged me and placed me under I;t deep debt of gratitude 
by the valued Foreword which he has been pleased to 
write in the midst of .his many engagements. . 

New Civil Lines, Lucknow, 
2.0th Fe~ruar'!l, 1938. 



FOREWORD 

Mr. B. N. Das Gupta's Treatise on Income-tax Law 

IS a very useful addition to the publications on this 

subject. It is a welcome departure from the stereotyped 

handling of the subject, as the author has endeavoured 

with success to elucidate provisions of law by applying 

tht>m to concrete cases and by showing their implications· 

In accounting. Very few people outside the Income-tax 

Dt>partment are competent to handle the practical 

working of Income-tax Law, and the author deserves 

congratulations for his success in this difficult task. 

New Delhi, 
21.~t MarrA, 1938. 

N. N. SmeAR 

Law J,[ember, 

Government 01 India. 
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A TREATISE 
ON • .... 

INDIAN INCOME-TAX LAW AND ACCOUNTS 

Meaning of Income. 

Income-tax, as indicated by the term itself, is a tax 
on income as distinct from Capital. In many instances, 
it is particularly difficult to distinguish between income 
and Capital. The line of demarcation is often very faint. 
A clear grasp of the distinction depends on a study of the 
case-laws and principles of Accountancy. The following 
cases will illustrate the point:-

(1) X takes a loan from Y. X not being able to 
pay interest for a number of years gives Y 
a promissory note. Does the pronote repre
sent capital or income? 

(2) X takes a loan from Y. X not being able to 
pay interest and capital transfers a portion 
of his estate to Y and in return accepts an 
annuity for life. Does this annuity repre
sent income or capital! 

(3) A (whose business is not purchase and sale of 
land) sells some of his lands and gets more 
than his purchase price. Is this profit in
come or capital? 

(4) X and Yare rivals in a trade. They enter 
into an agreement for a particular number 
of years. Later on Y terminates the agree
ment and pays X a compensation. Is this 
compensation income or capital! 

(5) X is an agent of Y for a term of years. Accord
ing to agreement Y pays X a sum of money 
as Y brings the agreement to an end prema-
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turely .. Is this sum paid to X due to the 
loss of agency income or capital? 

(6). X invests in sterling securities. Interest on 
• securities accrues but before bringing the 

income into British India he purchases a 
machinery in U. K. with the money and 
then brings the machinery into India. Does 
this represent income or capital? 

(7) A Company makes a profit and the Company 
distributes the profits in the form of Deben
tures. In the hands of the shareholders are 
the profits so distributed income or capital? 

(8) A sells his copyright or patent and gets a lump 
sum or a periodical payment of royalty. Is 
this receipt income or capital? 

(9) A sends an essay in a competition and gets a 
reward of Rs. 5000. Is this' income or 
capital? 

(10) A 'Yho by profession is a doctor gives friendly 
help to a Company to sell shares to the. 
public. The Company out of gratitude 
makes a payment ofRs. 3000 to A. Is this 
income or capital? 

(11) A who does not belong to the Police Department 
traces an absconder and gets a reward of 
Rs. 5000. Is this income or capital? 

(12) A Government servant retires. By commuting 
his pension he gets Rs. 20,000. Is this 
income or capital? ' 

Income for the purposes of a business and its owner 
is ascertained by Profit and Loss Account but that is not 
necessarily the income for income-tax purposes. From 
the point of view of income-tax, income is determined by 
the statutes of the Income-tax Act· together with its 
amendments from time to time. 



SECTION 1 3 

The Act does not define income nor does it state pre
cisely what it is. Whether it is possible to define it or 
not, it must be admitted that for purposes of taxation 
the term should have the widest application. The tlrree 
expressions " income," "profit" and " gain " should be 
ronstrued accordingly. From the fact that these three 
expressions occur together in the Act, the word " income" 
need not nec-essarily be taken to mean something pertain
ing to profits or gains. Profits and gains cover a more 
,distinct ground and income should cover the rest. In 
Shaw Wallace's Judgment income. has been stated to mean 
.. a periodical monetary return coming in with some sort 
of regularity from definite sources." By accepting this 
definition probably the entire ground can be covered by the 
expressions .. income," "profits" and. "gains." In 
spite of all this, the fact remains that the entire Act is the 
definition of the word" Income" in Income-Tax. 

Section 1. Jurisdiction. 

The Act extends to:-

(1) British India including British Beluchistan and 
the SQnthal Parganas, 

-(2) Native States to the limited extent, 'Diz., to 
British subjects, in the Native States, who are 
the employees of 

(a) Government of India, 

(b) local authority in British India established in 
the exercise of the powers of the Governor
General-in-Council, . 

-(3) Native States to the limited extent,' 'Diz., to all 
servants (British subject or non-British sub
ject) of His Majesty in the Native States. 

• Xos. (2) and (3) show that almost the same thing has been 
r!'peated twice. Again, the intention has not been fully carried 
out in this IIt'('tion. The t>Dtire scope should be brought into it. 
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While the Act extends to British India, British Beluchis
tan, Sonthal Parganas and to the Native States to a limited 
extent, it does not follow that this is the entire scope and 
that a person outside these places is .under no circumstances 
taxable. The fact is that a person outside these places 
may also be taxable but under certain conditions as detail
ed in sectiotl 4(1) and (2), section 7(2), section 11(3), 
section 42. 

British India:-

The General Clauses Act defines British India as 
" All territories and places within Her Majesty's domi
nions which are, for the time being governed by Her 
Majesty through the Governor-General of India or through 
any Governor or other officer subordinate to the Governor
General of india." 

Note:-

(1) Native States, (2) lands ceded by Native 
States to British Government for particular purposes but 
on which their own rights are retained (e.g., for railway 
stations, cantonments, etc.) are not British India. 

British subject:-

British Nationality and Status of Aliens Act provides 
that a British subject is " a person who is a natural born 
British subject, or a person to whom a certificate of natu
ralisation has been granted or a person who has become a 
subject of His Majesty by reason of any annexation of 
terri tory. " 

The Scope of the Act:-
(1) Incomes that accrue or arise in British India will 

be taxoo (resident or non-resident). 4(1) 

(2). Incomes that accrue or arise in British India 
through . b1,lsin~ss eonn~tion in India to a. 

... 



SECTION 1 5 

person residing out of British India will be 
taxed. (42) 

(3) (a) Incomes that accrue or arise outside British 
India to a resident in British India so long 
as it is not remitted to British India will 
not be taxed. ' 

A man residing in Bombay having business in 
Mysore, Singapore, Nepal, London, etc., is 
not liable to tax on profits earned in those 
places. 

(h) He will be taxed to the extent that income is 
brought into British India. 

A man residing in Bombay having business in 
Mysore, Singapore, Nepal, London, etc., 
brings into British India a portion of the 
profits accrued there. This amount is 
taxable. 

That this remittance into British India relates 
to capital and not to profits should be proved 
by the assessee. A remittance may be con
structive also (i.e., a book adjustment or a 
set-off may have been made in the 
accounts). 4(2) 

(e) Foreign profits or income to a· non-resident 
remitted to British India will not be 
taxed. 4(2) 

An Indore State Engineer is sent by the State 
to repair its ghats in Benares. He is not 
taxable . 

. (4) A resident in British India carrying on agricul
ture in a Native State where he pays land 
revenue to the Native State brings his agricul
tural produce into British India and sells 
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them 'in British India. Such income is 
taxable. 

If he had brought into British India agricultural 
income (as distinct from ,agricultural produce) 
such income would not be taxed. 4(2) Proviso 

(5) A subject of a Native State serving the Govern
ment (Indian) within British India will be 
taxed. (I) 

(6) A subject of a Native State serving the Govern-
ment (Indian) in a Native State will be 
taxed. (1) 

(In such a case he may be taxed by the State as 
well.) 

(7) Salaries of employees (British or non-British 
subject) of the Government or of a local author
ity in British India working in a Native State 
will be taxed. . - 7 (2) 

Post Office employees in Mysore or Railway em
ployees of, say, Bhopal Railway Station. 

(8) A Government servant lent to a Native Stale for 
service of that State is not liable to tax so long 
as he is paid by the State. 

A Govern_ment employee IS sometimes lent to a 
Native ,State and is paid by the State but he 
remains a Government servant for pensions, etc._ 

(9) Professional fees received in a Native State by a 
person ordinarily resident in British India 
are taxed. 11(3) 

Section 2. 

Agricultural Income means :---' 

(a) any rent or revenue derived from land which is 
used for agricultural purposes, and is either 



SECTION 2 1 

assessed to land revenue in British India or 
subject to a local rate assessed and collected 
by officers of Government as such; 

(b) any income derived from such land by

(i) agriculture, or 

(ii) the performance by a cultivator or receiver of 
rent-in-kind of any process ordinarily 
employed by a cultivator or receiver of rent
in-kind to render the produce raised or 
received by him fit to be taken to market, or 

(iit) the sale by a cultivator or receiver of rent-in
kind of the produce raised or received by 
him, in respect of which no process has been 
performed other than a process of the nature 
described in sub-clause (it); 

(e) any income derived from any building owned and 
occupied by the receiver of the rent or revenue 
of any such land, or occupied by the cultivat
or, or the receiver of rent-in-kind, of any 
land with respect to which, or the produce of 
which, any operation mentioned in sub
clauses (ia) and (kit,) of clause (b) is carried on: 

Provided that the building is on or in the immediate 
vicinity of !he larid, and is a building which the 
receiver of the rent or revenue or the cultivator or the 
receiver of the rent-in-kind, by reason of his connec
tion with the land, requires as a dwelling-house, or 
as a storehouse, or other out-building. 

Note:-
(1) Agricultural income is exempt from the tax. 

(2) If the land is in a Native State in India, exemp
tion applies.to that income which arises in Native States 
out of agriculture provided annual payment is made to the· 
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State in respect of that land and provided the income is 
received in British india. 

(3) "Local' rate" may include "irrigation rates" 
paid to Government. ,(Malik Umar Hayat Khan's Case.) 

(4) There is no definition of ' Agriculture' in the Act. 
The term should be interpreted in the light of what has 
been stated in the judgments. 

Agriculture has been stated by Justice Bhashyam 
Aiyangar to mean " cultivatio~ of the ground for the 
purpose of procuring vegetables and fruits ~or the use of 
man and beast including gardening or horticulture and 
the raising ,or feeding of cattle and other stock . . . . ." 

Agriculture has been stated by Justice Sadasiva 
Ayyar to mean " the raising of annual or periodical grain 
crops through the operation of ploughing, sowing, etc." 

Agriculture has been stated by Justice 'Spencer to 
mean" the raising of useful or valuable products which 
derive nutriment from the soil with tlie aid of human 
skill and labour and thus it will include horticulture, 
arboriculture and sylviculture in all cases where the 
growth of trees is effected by the expenditure of human 
care and attention in such operation as those of plough~ 
ing, sowing, planting, pruning, manuring, watering, 
protecting, etc ..... " 

Agriculture should not only mean vegetables, sugar
cane, fruits, cereals, paddy, ,etc., being food for man and 
beast but it should also include flower, indigo, tea, 
cotton, jute, flax, tobacco, dairy, poultry, rearing of 
livestock, etc. 

Rule 23. (1) In the case of income derived in part 
from agriculture and in part from business an assessee 
shall be entitled to deduct from such income the market 
value of , any agricultural produce raised by him or received 
by him as rent-in-kind which he has utilized as raw 
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material for the purposes of his business or the sale
receipts of which are included in the accounts of his 
business. The balance of such income shall be deemed to 
be income derived from the business and no further deduc
tion shall be made therefrom in respect of any expenditure 
incurred by the assessee as a cultivator or receiver of rent
in-kind. 

(2) For the purposes of sub-rule (1) " market value" 
~hal1 be deemed to be:-

(fl) where agricultural produce is originally sold in 
the market in its raw state, or after applica
tion to it of any process ordinarily employed 
by a cultivator or receiver of rent-in-kind to 
render it fit to be taken to market, the value 
calculated according to the average price at 
which it has been so sold during the year 
previous to that in which the assessment is 
made. 

(b) where agricultural produce is not ordinarily 
sold in the market in its raw state, the 
aggregate of-

(1) the expenses of cultivation; 
(2) the land revenue or rent paid for the area in 

which it was grown; and 
(3) such amount as the Income-tax Officer finds, 

having regard to all the circumstances in 
each case, to represent a reasonable rate 
of profit on the sale of the produce In 

question as agricultural produce. (1. T .M.) 

Cotton-It is agricultural income but profits from 
('otton produced on assessee's own land but marketed 
after ginning in a ginning factory is taxable-ginning 
not being essential to render cotton to be " fit to be taken 
to market." (Seth Sheo Lal Ramlal, 1932, Nagpur.) 

F. 2 
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Quarry-Whe~e a land assessed to land revenue is 
worked as quarry, the profits derived from quarries were 
not agricultural income, hence taxable. (Shib Lal Ganga 
Ram v. C.LT., U.P., 1927.) 

Fishery-Profits are not agricultural income. 

Coal, mica, etc.-Profits are not agricultural income. 

Pasturage-Receipts are agricultural income. 

Market-Profits are not agricultural income .. 

Dairy and Poultry-There are many incomes' which . 
are on the borderline between agricultural and non
agricultural -incomes. Dairy and Poultry incomes are 
instances to the point. They are not agricultural incomes 
if they are i'n the urban areas, but if the income is derived 
from land assessed to land re!enue etc., they should be 
agricultural incomes ,and exempt from the tax. 

Silk, Jute and Rubber are agricultural incomes but 
where they are considered o~ the bordedine it will be a 
question of fact as to how much" should be taxed. 

Gur and Brown Sugar-making are agricultural 
income, but not sugar-refining. 

Milling of paddy is not agricultural income. 

Land under lease-The land need not be cultivated by 
the owner himself. Income from leased land would be 
income from .agriculture both.to the lessor and to the 
lessee and to all the intermediary tenure-holders. 

Salt from sea water-Income from it is not agricul
tural income. (Linga Reddi v. C.I.T., Madras.) 

Flower garden-The owner has a shop in the Calcutta 
Hower market. His profits are not taxable. 

Mango garden-The owner sells it out on yeady lease. 
Profits are not taxabl~, 
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Lac-Grower's profits from sale of lac are not taxable 
but when lac is converted into other products they are 
taxable. 

Forest income-" If a landowner grows on his own 
land which is assessed to land revenue forests or trees and 
derives income therefrom he is not liable to income-tax on
such· income. Persons, however, who take contracts III 

forests for the cutting down and selling of timber are 
liable to tax." {I.T.M.) 

Toddy-Income derived from toddy is agricultural 
income to the person who has produced the trees from 
which toddy is tapped. 

Tea-The planting of tea bush and collection of 
leaves will be agricultural income but manufacture of tea 
as a marketable commodity from the leaves is taxable. 

Private canals-Whether income is in cash or in kind 
by sale of this water, the income is taxable. (Sir Umar 
Hayat Khan 'D. C.I.T., Punjab.) 

Royalty received for granting permission to manu
facture bricks is taxable (not agricultural income). 

Royalty received for granting permission to take out 
kankar from assessee's land is taxable (not agricultural 
income). (Maharani Janki Kunwar 'D. C.I.T., Bihar.) 

Interest on cash loans repayable in paddy is not agri
cultural income. (Hajee Cassim v. C.I.T., Burma.) 

Mortgage-Interest received by a simple mortgagee 
of agricultural land is not agricultu~al income-hence 
taxable. 

Usufructuary mortgage-Transfer of Property Act 
defines it as follows: "Where the mortgagor delivers 
possession or expressly or by implication binds himself 
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to deliver possession of the mortgaged property to the 
mortgag~ and authorises him to retain such possession 
until payment of the mortgage money and to receive the 
r~nts and profits accruing from the property or any part 
of such rents and profits and to appropriate the _same in 
lieu of interest or in payment of mortgage money or partly . 
in lieu of interest or partly in lieu of mortgage money, the 
transaction is called usufructuary mortgage." 

(1) In case of pure usufructuafY- mortgage the money 
received by the mortgagee is agricultural income. 

(2) In the case where the assessee carried on money
lending business and took usu£ructuary mortgage of lands 
and then immediately leased back to the mortgagor 
stipulating some fixed annual payments these annuai pay
ments were decided to be agricultural income. (Mukand 
Sarup v. C.LT., U.P., 1928.) 

(3) Whether a mortgage is usufructuary or not will 
depend upon the Deed. (Rajniti Prasad Singh v. C.I.T., 
Bihar, 1930.) 

(4) Assessee carrying on money-lending business 
makes an income of rent which he obtained from property 
under mortgage (usufructuary) and which he appropriated 
towards interest. It was decided that the rent was agri
cultural income though it was appropriated towards 
interest and hence not assessable. (Hajee Mohammad 
Sadak Khoyee v. C.LT., Madras, 1935.) 

(5) Assessee carrying on money-lending business 
makes an income of rent from property taken on usufruc
tuary mortgage. The Patna High Court decided that the 
amount in question was agricultural income. On appeal 
to the Privy Council by the Commissioner, Privy Council 
confirmed the decision of the High Court. The question 
is thus set at rest. (C.I.T., Bihar v. Sir Kameshwar 
Singh, 1935.) 
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The following do not come under "agricultural in
come; " and therefore taxable :-

(1) Illegal abwabs. 

(:2) Fees received from land used for storing pur-
chase of crops (paiali). (Raja Probhat 
Barna's case.) 

(3) Punyaha nazar or nazar or nazar salami paid 
by tenants of agricultural holdings at the 
beginning of the zamindari year. (Raja 
Probhat Barua's case.) 

(4) Nazar for petitions presented to the Zamindars 
dealing with questions of successions, sett1~

ment anlt partition. (Raja Probhat Ch. 
Barna 'D. King Emperor, 1930.) 

The question of transfer is different. In the case, 
Birendra Kishore Manikya ",. Secretary of State, the 
Calcutta High Court held that the premium paid for the 
settlement of waste lands or abandoned holdings would b<! 
regarded as "Rent or Revenue" derived from land and 
therefore exempt from taxation; the Calcutta High Court 
held in this very case that salami or premium paid to a 
landholder for recognition of a transfer of a holding from 
one tenant to another would not be exempt from taxation. 
This view in respect of salami was however overruled by :) 
)<'ull Bench of the High Court of Bengal (M:ehar Bano 
Khanum's case). Therefore now such salami is not 
taxable. 

Sugar industry:-
In the matter of Bhikanpur Sugar Concern (Bihar, 1919) 

the Company used to grow sugarcane crop on its own land. 
and also manufactured sugar in an up-to-date factory
the agricultural and manufacturing sections. being inde
pendent of each other. The Patna High Vourt held that the 
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Company was not a cultivator and the income was not 
agricultural income within the meaning of section 2(1) 
(b) (ii) of the· Act. This case was decided in 1919 

'on the basis of the Income Tax Act of 1918. Subsequent 
to this, in Killing Valley Tea Co.'s case the Calcutta High 
Court for the first time indicated a taxable and non
taxable percentage. 

Tea industry:-

In Killing VaHey Tea Co. Ltd.v. Secretary of State 
(Ca1., 1921), it was decided by the Calcutta High Court 
that when tea is grown and manufactured in British India 
a portion of the profits and gains derived from its sale 
in British India must be regaTded as "agricultural 
income." Sir Ashutosh Mukherjee, Ag. C.J., observed 
" Bearing all these principles in mind, we hold that the 
Company must be taxed to the limited extent indicated 
because they come within the letter of the law to that 
extent. As the contentions of both sides have succeeded 
only in part we make no order as to costs ... " 

Tea Companies ordinarily hold their lands under tea 
grant leases, not under common cultivating leases and are 
~ssessed to road cess not as ordinary cultivator but 
1!nder the special provision found in section 33 of the 
Cess Act of 1880. 

Government as a matter of fact refrained until 1919 
from assessing the profits of tea gardens to income
tax. 

As a result of the observations of the Calcutta High 
Court the Government fixed a percentage (now 40 per cent) 
of the income on which tax is imposed. 

It seems that in'1919 the Government already notified 
that tea gardens could be taxed-immediately after 
came the decision of the Calcutta High Court quoted 
above. 
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In Mohanpura Tea Co.'s case (1937), the Calcutta 
High Court held that in the case of tea grown in a native 
state and sold in British India, the entire income was 
assessable in British India. The Calcutta High Court 
observed in a previous case (Port Said Salt Association 
Ltd.) that "profit is not realised before price and when 
the article is sold the whole profit is realised for the fir3t 
time and it accrues where it is thus realised." Basing 
on this interpretation of "accrual," the judges in the 
Mohanpura Tea Co. 's case decided that the income accrued 
in British India and therefore section 4(1) applied and 
that section 4(2) could not be applied and also decided that 
as section 4(2) could not be applied the second proviso could 
not come into operation. 

From this judgment (read with the Act) the follow
ing points emerge as condition precedent to the application 
of second proviso to section 4(2) :-

(1) It must be income from agriculture. 

(2) It must arise or accrue in a State in India from 
land. for which any annual payment in 
money or in kind is made to the State. 

(3) That the incomes from agriculture must aSliume 
their form as such (viz., must become income 
as a result of sale) outside British India and 
thereafter brought into British India. 

In other words, manufactured tea (as distinct from 
money arising out of its sale) entering British India will 
exclude the operation of the second proviso. 

In Mathias tI. C.I.T., Madras (1937), assessee owns 
coffee plantations in Mysore, and is a resident of British 
India (lIangalore), and has offices in Mysore and in 
~Iangalore. Produce was brought to Mangalore in raw 
Rtate, and was sold ,in Mangalore. 
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The Commissioner decided that income accrued in 
British India. The Madras High Court decided that the 
assessee was entitled to claim the benefit of second proviso 
t? section 4(2). 

Comparison oj the two cases. 

Calcutta High Court 
CMohanpura) 

(1) Tea grown III Native 
State. 

(2) Tea sold in British India. 

Hence produce arises in Native 
State and income arises in 
RritishIndia (when sold). 

Hence (a) section 4(1) applies. 
(b) Sec. 4(2) second 

proviso does not 
apply. 
(because income has 
not arisen in Native 
State). 

Thereforp. Income not e.xempt. 

Madras High Court 
(Mathias) 

(1) Coffee grown III Nath"e 
State .. 

(2) Coffee sold In Britisll 
India. 

Hence produce is received ill 
kind in Native State. 

Hence income arises in Native 
State. 

Hence section 4(2) sf'concl pro
viso does apply. 

Therefore Income e.rempt. 

History of taxation of agricultural income. 

" To stabilise the finances after the sepoy mutiny, the 
Income Tax Act of 1860 was passed which did'not exempt 
the agricultural income from the permanently settled 
estates. l'he Act lasted for five years. In 1869 it was 
revived and was in force up to 1873. In 1871 the first 
Road Ces~ Act was ipaugurated in which agricultural 
income was assessed. In 1877, the Bengal Public Works 
Cess Act was imposed. In 1880, both the Cess Acts were 
consolidated under one Act. In 1878, a License Act was 
passed, as a counterp~rt of the cess, whereunder all 
persons carrying on trades, dealings and industries were 
to take out licenses and pay for the same. In 1886, the 
Income Tax Act was passed incorporating in it the 
principles of the License Tax and agri<;ultural income was 
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exempted on the clear understanding that the lands of the 
permanently settled estates are already burdened WIth 
cess, an additional burden pver and above the land revenue. 
The Cess Act deals with land: the Income Tax Act taps 
all other property; the cess is for agrarian population 
whose main occupation is agriculture: income-tax is for 
urban population whose main occupation is trade. In 
1918, there was an attempt to include agricultural income 
in the Income Tax schedule but it proved abortive, in spite 
of persuasive attempts by Sir William Meyer, the Finance 
Member, and Sir George Lowndes, the Law M~mber. In 
Bengal, according to the pledge, income-tax on agri
cultural income can come in if the Road and Public Works 
cesses go out: both cannot remain on the Statute. 

The income-tax on agricultural income, which wa..<; 
levied in 1860 and abandoned after a brief. spell of years 
and which is recommended by tbe Taxation Enquiry 
Committee (1924-25), the Simon Commission (1929) and 
others and the local rates on profits from land in the shape 
of cesses which are in existence are supported on the 
strength of the fact that they do not contravene Regula
tion I of 1793."· 

The question of taxing agricultural income brings the 
matter of permanent settlement to. the forefront. The 
defence of permanent settlement may be quoted from 
Mr. R. C. Dutt's Economic History 0/ British India: 
.. There may be some doubt as to the wisdom of Pitt's 
permanent settlement of the land tax in England; there 
can be no doubt as to that of Cornwallis's Permanent 
Settlement; in England the settlement benefited the landed 
classes only; in Bengal the settlement has benefited the whole 
agricultural community; the entire peasant population 
shares the benefit and is more prosperous and resource-

-Yr. Ssrhin Sen'8 Stl/(UI'8 in the Lan.a, Economics 01 
Bengal. 

F. 3 
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ful on account of-his measure. In England the settlement 
limited the tax on one out of the many sources of national 
income; in Bengal it has afforded a protection to agri
cultu~e. which is virtually the only means of the nation's· 
subsistence. In England it precluded the State from 
drawing a large land tax to be spent in the country for 
the benefit of the nations; in Benga1 it has precluded from 
increasing the annual economic drain of wealth out of the 
country. In England it saved the landlord class from 
added ~axation; in Bengal it has saved the nation from 
fatal and -disastrous famines." 

Regarding taxation of agricultural income derived 
from permanently settled estates the Chief Justice 
Dawson Miller in Maharajadhiraj of Darbhanga v. 
Commissioner of Income-tax said: "It is aTgued that 
the effect of the imposition of income-tax is not to increase 
the revenue or rent so payable.. but it is clear, I think, that 
the imposition of such a tax is in fact to increase the 
revenue under another name. The J ama permanently 
fixed at the date of the Settlement was calculated upon a 
percentage of the rents and profits at that time derived 
from the ownership of the land. Income-tax is. based 
upon the same rents and profits as they now exist, and it 
is impossible in my opinion to escape from the conclusion 
that a tax, under whatever name, upon the same sources 
of income would increase the duty payable under the name 
of revenue and which, by the Permanent Settlement, it 
was agreed, should then be fixed for ever." 

The critics of the permanent settlement hold that 
since permanent settlement came into force the landlords 
have enormously increased their income and as such this 
increase ought to have been shared by the Government. 
Such a criticism ignores the fundamental basis of assess
ment when by permanent settlement regulation, 90 per rent 
of the rental was fixed as land revenue. This fundamental 
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basis has been clearly put in the regulations of 1793 in 
the following words: "The Governor-General-in~Council 
trusts that the proprietors of lands sensible of the benefits 
conferred upon them by the public assessment being fixed 
for ever will exert themselves in the cultivation of their 
lands under the certainty that they will enjoy exclusively 
the fruits of their own gooa management and industry 
and that no demand will ever be made upon them or their 
heirs as augmentation of the public assessment in conse
quence of the improvement of their respective estates." 
How else to justify the computation of land revenue at 
90 per cent of the rental except by the fact that for the 
first few decades tax will be almost equal to the income and 
later on this loss will be recouped when the income will 
continue to increase. Otherwise, is a tax of 14 annas in 
the rupee conceivable 1 Obviously explanation lies there. 

Land ReYenue: rent or tax 

It is not necessary here to enter into the detailed 
consideration as to whether land revenue is a rent or tax. 
The Indian Taxation Enquiry Committee Report (1924-
25) discussed it fully and states that " The Committee are 
unanimously of opinion that under both Hindu and 
Mohammadan rule the State never claimed the absolute or 
exclusive ownership of the land and definitely recognised 
the existence of private property in it" in answer to the 
two questions, 'Viz., 

(1) Did the State claim exclusive proprietary right 
over land 

(a) under Hindu Law! 
(b) under Mohammadan rule 1 

(2) Did the British Government succeed to any 
such right 1 

The report further states that "the Committee are 
unanimously of opinion that in the case of lands under 
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permanent settlement, the Government have now no 
proprietary right and that as regards Khas Mahal estates 
and waste lands outside the permanently settled areas, 
they have full proprietorship. On the question of their 
rights in relation to ryotwari and other temporarily 
settled "tracts, the Committee are divided in opinion 0 0 0 0 

while, however, the Committee are not of one mind as to 
the possibility of -arriving at an exact and general defini
tion of the position of the landholder in a temporarily 
s~ttled area, they are agreed that in the generality of cases 
Zamindars and ryots are respectively the possessors of the 
proprietary right subject to the payment of land revenue." 

From the table given in Professor Uadhakamal 
Mukerjee's Land Problems of India, the following 
figures have been obtained: 

Bihar and Orissa:
Permanently settled area 
Temporarily " " 

Bengal:--
Permanently settled area 
Temporarily " " 

United Provinces 
Punjab 
Bombay 0., 
Central Provinces 
Madras 

Incidence of land revenue per 
cultivated acre 

Rso a. p. 

o 8 1 (1921-22) 
106 

lIt Ig} (1922-23) 

1 13 4 (1916-17) 
1 13 0 (1923-24) 
1 12" 1 ( " ) 
145(" ) 
289 ( " ) 

The following figures are obtained from the U. P. 
Provincial Banking Enquiry Committee Report (1929-30) : 

Jhans'i Rs. 3 being rent per acre. (Statutory) 

Gorakhpur "5,, " "" ( " ) 
Lucknow "7,, " "" ( " ) 

Mr. Sachin Sen in his book Studies in Land Eco
nomics in Bengal states that "-in Bihar the average rent 
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per acre is B.s. 4. In Orissa, the average rent per acre 
is B.s. 2/8." 

Again Mr. Sen states that "in 1793, the land 
revenue was fixed at 90 per cent of the rental and now the 
pitch of assessment is not more than 21 per cent of the 
rental." 

From the above facts and figures together with the 
figures supplied in the taMe by the Indian Taxation 
Enquiry Committee Report (1924-25) in para 437 it can 
be safely taken that land revenue and Cess together range 
between 25 to 40 per cent on the rentals. 

Landholders' position examined: 

To appreciate fully the present relative position of 
the landholders in view of their increased income from 
rents we have to examine the total financial charges 
borne by-

(1) I~nd income 
(2) Salary, Interest on Security, } I m 

Profession, Business, House Property nco e 

Total charges on land income are (a) Land revenue or rent, 
(b) Cess. 

Total charges on other incomes are (a) Income-tax, Sur
charge, (b) Super-tax. 

Though it is difficult to come to any precise conclusion 
as to the exact incidence of land revenue and cess on land 
income in India still it can safely be said that in the 
various provinces the minimum incidence would range 

. between 25 per cent to 40 per cent, i.e., 4 annas to 6 annas 
in the rupee. It should be remembered that this charge 
has no reference to actual cash receipt or realisations and 
is at a flat rate on every landlord's income whether it is 
Us. 5,000 or Rs. 25,000 or Rs. 50,000 or Rs. 1,000,000 
or over, while in the cases of such -incomes of persons other 
than landowners, the rate scales· up from 6 pies to 26 pies 
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and a surcharge of 1/12 plus Super-tax . beyond 
Rs. 30,000. 

From the following illustrations : 
(1) Income Rs. 8000, Landholder pays Rs. 2000 to Rs. 3200. 

Income Rs. 8000,' others pay, say, Rs. 400. 

(2) Income Rs. 20000, Landholder pays Rs. 5000 to Rs. 8000. 
Income Rs. 20000, others pay, say, Rs. 2200. 

(3) Income Rs. 100000, Landholder pays Rs. 25000 to Rs. 40000. 
Income Rs. 100000, others pay, say, Rs. 20000. 

it is clear that in the cases of smalle~ incomes the 
disparity between the two impositions is indeed very large 
but as the incomes move upwards the disparity is narrow
ed down until in the cases of incomes over a lakh, the 
income-tax payable and the land revenue payable are close 
to each other. 

Taking the cases of incomes below one lakh, 'it can 
therefore be safely held that the land income is subjected 
to much greater charge by way of land revenue and cess 
than the charge upon other incomes by way of income-tax, 
surcharge and super-tax. The landlords should regard 
the greater part of the excess charge as payments towards 
the right of enjoying the property for a long term of years 
or in perpetuity obtained from the State. 

Suggestion: 
Under these circumstances if an imposition of 

income-tax on agricultural ir;wome becomes a necessity for 
the sake of provincial revenue the solution undoubtedly 
lies in imposing an income-tax on agricultural Income 
where it exceeds Rupees One Lakh. Only at this stage 
or a little earlier, a levy of income-tax in addition to land 
revenue and .cess can be justified. 

The question of taxing agricultural income is a very 
difficult one. On the one hand agricultural income is 
exempt from income-tax by the present Income Tax Act 
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and _on -the other hand by the Government of India Act, 
1935, this item has been transferred to be a provincial 
subject for taxation. The Provincial Governments while 
taxing agricultural income will do well to considerably 
modify its present definition. Agricultural income under 
the present definition covers many subjects which can in 
no way be called either agriculture or horticulture etc. 
The case decisions have exempted Zamindars' palaces and 
rents and interests arising out of usufructuary mortgage. 
The case of forest is admittedly a difficult question, stiU, 
the subject requires further consideration. It must also 
be admitted that where an organisation (limited company 
or otherwise) is for manufacture and industry (organisa
tion not being agricultural) no exemption should be given· 
on the ground that in the initial stages raw materials were 
agricultural produce. The tea, sugar, coffee industries 
and such other industries as derive income partly from 
cultivation and partly from manufacture are instances to 
the point. The exemption given at present to tea industry 
is not at all justified as it is an industrial venture pure 
and simple. A quotation from Taxation Enquiry 
Committee Report will be quite sufficient: 

" The case of the tea planter or other manufacturer who 
derivt's his income partly from· cultivation and partly from 
manufacturing the produce so derived has been settled by an arbi
trary rule. In view of the systems on which much of the land 
under plantation is held, it seems to the Committee that these 
a!l~!lst't'8 may be deemed fortunate in securing the benefit of the 
t'xt'mption. " 

Another important aspect which has to be taken into 
account in connection with this question of the assessment 
of the agricultural income is the possible extension of the 
agricultural industry to various subsidiary and allied 
fields for which the conditions appear to be favourable in 
India. There is now expected a development of new 
agricultural enterprises in the form of intensive scientific 
farming, orcharding, dairying, poultry farming and 
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general rearing of livestock: The growth of such new 
enterprises' should not be retarded at the outset by 
taxation. Suggested exemptions, therefore, may pro?eed 
on the following lines : 

(1) Income from agriculture, farming, etc., by 
cultivation of agricultural produce arising to the primary 
growers. 

(2) Proceeds from growing trees or from orcharding, 
etc., if the owner is a whole-time man engaged principally 
jn t~is agriculture . 

. (3) Proceeds from poultry farming ·and rearing of 
livestock, dairying if the owner is a whole-time man 
engaged principally in animal husbandry: 

Provided that the proceeds from (1), (2) and (3) above 
receIved by any person other than the primary growers 
(namely, agriculturists, orchard owner, poultry owner, 

-dairy owner, etc.) be deemed to be non-agricultural. 
Provided further that the proceeds from (1), (2) 

and (3) will cease to be non-taxable from the first day 
of the owner's accounting year if their organisations are 
converted into a joint-stock company other than into a 
private limited company. 

Provided further that . not less than 1 of the totaf 
number of members constituting the privat!l limited 
company must be principally engaged in that agricultural 
undertaking. 

Provided further that a manufacturer will be debarrerl 
from claiming any exemption on any portion. of the 
proceeds or profits in respect of agricultural commodities 
undergoing agricultural operations or processes at any 
earlier stage. 

Land under Permanent Settlement:-
Income from such land which is used for agricultural 

purposes will come under sect-ion 4(3)(viii). 
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Income from such land which is not used for agri
cultural purposes is not exempt. (Privy Council in 
Probhat Barna's case, 1930.) 

The Calcutta High Court held that Permanent Settle
ment Regulation of 1793 does not give any exemption from 
liability to income-tax. (Emperor v. Probhat Chandra 
Barua, 1924.) 

The Madras High Court held that any income derived 
by a Zamindar from forests and fisheries in his zamindari 
held under a permanent settlement under Madras Regula
tions of 1802 was not liable to income-tax. (Zamindar 
of Singampatti, 1922.) 

The Patna High Court held that income from j alkars, 
hat, etc., which were included in . the assets on which 
permanent settlement was based were not liable to income
tax. (Maharaja of Darbhanga v. C.I.T., Bihar, 1924.) 

The Allahabad High Court held that such income 
would be liable to income-tax as it has not been specially 
exempted by the Act. (Shib Lal Ganga Ram v. C.I.T., 
U. P., 1927.) 

These conflicting decisions have been set at rest by 
the Privy Council in the Raja Probhat Chandra Barua's 
case (1930) The present position therefore is that on the 
ground of permanent settlement, no exemption from 
income-tax is allowed. Exemption is allowed only to 
agricultural income whether from permanently settled. 
land or otherwise. There is a good deal of confusion in 
the public m:nd on this issue, but the fact remains that 
permanent settlement as such has nothing to do WIth the 
exemption of agricultural income as defined in the present 
Income Tax Act. 

It may however be pointed out that sufficiently strong 
arguments can be advanced against the reasoning that led 
the Privy Council to this decision, It is well known th~t 

f. • 
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there are many fisheries, markets and other incomes ill 

permanently settled estates which may be regarded as 
doubly taxed today, firstly by the land revenue and then 
by the Income Tax Act. 

In Maharaja of Darbhanga v. C.I.T., Bihar, 1928, it was held 
that the dwelling house of which the guest house was a part ~d 
parcel being required by the assessee as Zamindar, the exemption 
of the annual value of this guest house was. allowed as agricul
tural·income. 

In Rani Saltanat'Begam v. C.LT., U.P., the assessee, one of 
the widows of the Raja of N anpara Estate in Oudh, was awarded 
a monthly maintenance allowance of Rs. 4,000 under a compro
inise of the court-this allowance formed a charge on the Estate. 
She claimed exemption as she claimed it as agricultural income. 
It was decided that maintenance allowance was not an agricul
tural income and therefore taxable. 

In the case of Rajendra Narayan 1Jhanga Deo 11. C.I.T., 
Bihar, the Raja of Kanika derived bulk of his income from 
agricultural rents. He had a palatial building for his residence 
extending over 40 square miles with quarters for zamindari staff 
and ·a guest house. The Income Tax Officer found out a p~opor
tionate valuation of the palace not required for agricultural 
purposes. It was decided that all these buildings, etc., were 
exempt under agricultural income. 

In Maharaj;a Darbhang~ 11. C.LT., Bihar, it was decided that 
where land was mortgaged and the mortgagee appropriated the 
income of the property in payment of interest on loan, this 
income received by the mortgagee was agricultural income. 

In Maharaj Kumar Gopal Saran 11. C.I.T., Bihar, May, 1935, 
:Maharaj Kumar took a loan from Y and some time later transfer
red a portion of his estate towards payment of assessee's debts, a 
cash payment and an annuity to himelf for his life. It was held 
11ythe Privy Council that the annuity was neither rent nor 
revenue derived from land and therefore did not come within 
ag-ricultural income. It was decided that this was not a case in 
which the. assessee had exchanged his estate for a capital sum 
payable in instalments. The annuity was taxable. 

IIi Lal SureshSingh v. C.LT., U.P., September, 1935, Raja 
A.vadhesh Singh of Kalakankar, the holder of an imparti
ble estate in Oudh, and the elder brother of the assessee by an 
agreement, contracted to pay the assessee Re. 600 p.m. for his 
lifetime in consideration of assessee's giving np all claims in the 
estate. The assessee contended that the allowance came under agri
cultural income. The Oudh Chief. Court decided otherwise on 
the basis of the Maharaj Kumar Gopal Saran's case. Had the 
assessee based his case on the deci.,ion in Maharflia Viswe.fwar 
Singh of Darbhanga's (A1J"ril, 19.'35) ca,fe, he would probably, M'lJe 
succeeded on the ground that the allowance would come 1IMer 
.. a receipt as a m~ber 01 the Hindu undivided lam,?;,!." 
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Some important definitions are given below:

(1) " Company'" means 

(z) companies as defined in the Indian Companies 
Act 1936, 

(it) companies formed in pursuance of an Act of 
Parliament, 

(iii) companies formed by Royal Charter or Letters 
Patent, 

(iv) companies formed by an Act of the Legisla
ture of a British possession, 

(v) any foreign association carrying on business 
in British India whether incorporated or 
not and whether its principal place of busi
ness is situated in British India or not, 
which the Central Board of Revenue may, 
by general or special order, declare to be 
company for the purposes of the Act. 

Note:-
(a) This definition includes all companies constituted 

in the dominions of the Crown. 

(b) A similar Companies Act in force in a Native 
State in India will not come under the definition. 

(c) Central Board of Revenue may declare anyorgan
ization as a "company" for the purposes of the Act. 

(2) .. Firm," "Partrier'" and "Partnership" have 
the same meaning respectively as in the Indian Partner
ship Act of 1932. 

A partnership is the relationship between persons 
who have agreed to share the profits of a business carried 
on by all or any of them acting for all. 
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(3) ':' Principal officer," used with reference to a 
local authority or a company or any other public body or 
any association, means-

(a) the secretary, treasurer, manager or agent of 
the authority, company, body or association, 
or 

(b) any person connected with the authority, com
pany, body or association upon whom the 
Income-tax Officer has served a notice of his 
intention of tr~ating him as the principal 
officer thereof. 

Note:-

" Manager" here has been. used in wide sense and 
that·liquidator should be treated as principal officer of the 
company. - . It is not necessary to take recourse to section 
41 for holding liquidators liable. (Official Liquidator, 
Agra Spinning and Weaving Mills Co., Ltd. 'D. C.l.T., 
U.p.) 

(4) "Total income" means total amount of income, 
profits and gains from all sources to which this Act applies 
computed in the manner laid down in section 16. 

Note:-

(i) Total income is the total amount of assessable 
incomes from all sources. 

(ii) The methods of arriving at the assessable incomes 
differ with different soUrces of income. 

(#i) With regard to incomes from some sources there 
are no deductions and with regard to others there are 

. deductions allowed before arriving at the assessable 
income. 

(i'D) "Total income" is a technical expression which 
determines liability of an assessee once for all and fixes 
rate. 
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(5) "Previous year" means;-

(a) the twelve months ending on the 31st day of 
March next preceding the year for which 
the assessment is to be made, or, if the 
accounts of the assessee have been made up to 
a date within the said twelve months in 
respect of a year ending on any date other 
than the said 31st day of March, then at the 
option of the assessee the year ending on the 
day to which his accounts have so been made 
up; 

Provided that, if this option has once been exercised by 
the assessee, it shall not again be exercised so as to 
vary the meaning of the expression •. previous 
year" as then applicable to such assessee except 
with the consent of the Income-tax Officer and 
upon such conditions a~ he may think fit; or 

(b) in the case of any person, business or company, 
or class of person, business or company, such 
period as may be determined by the Central 
Board of Revenue· or· by such authority as 
the- Board may authorise in this behalf. 

Note:-
. (l) Fiscal year-Income-tax year begins on 1st April 
and ends on 31st March. 

(il) For the purposes of 1938-39 assessment, "Pre
vious year" will be;-

1st April, 1937 to 31st March, 1938 

(iii) For the purposes of 1938-39 assessment, " Previ
ous year" will be;-

1st January, 1937 to 31st December, 1937 

(where the assessee closes his books every year on 31st 
December). 
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(iv) If an assessee closes his books on Ramnavami day 
or Akshoy Tritiya day or any other such date in every 
year, the dates will vary from year to year and the range 
of variation is wide, e.g., Ramnavami may fall on any day 
between, say, 24th March to 19th April, Akshoy Tritiya 
may fall on any day between, say, 24th, April to 16th 
May. In such cases only, the previous year will be 
allowed to overlap the assessment year, provided, of 
course, that the assessee had already declared to the 
Income-tax Officer that his accounting year would usually 
end on Ramnavami day or Akshoy Tritiya day or on any 
such day accepted by. custom, religious or otherwise. 

(v) While a margin of one month on either side of 
the accounting year has been allowed by the Act, the 
Central Board of Revenue may authorise acceptance of 
any prevIOUS year. 

This is also the pra.cti~ provided declaration from 
the assessee had already been obtained as to closing the 
accounts on any such particular day. 

In the case Messrs Nanakchand Fatehchand '11. C.l.T., 
Punjab, the assessee firm commenced business on 18th April, 
1923. The Income-tax Officer required the firm to furnish a 
return of its income during the previous year: The firm instead 
of declaring its profits up to 31st March, 1924, for the assessment 
of 1924-25 submitted profit~ for full twel!e months up' to 17th April, 
1924. The firm's contentIOn was that It was not liable to tax as 
it was not in existence for a complete year before Ist April, 1924, 
The Income-tax authorities acting under 2(U)tb) of the Act accept
ed as the accounting period from 1st April, 1923, to 17th April, 
1924. It was decided that the previous year determined by lom
missioner was quite in order according t~ instructions of the 
Central Board of Revenue and the assessment was legal. 

6 In Abu Baker Abdul Rahman '11. C.LT., Bombay, 1936, the 
assessee made up his accounts including income from property 
at Dewali on 9ih November, 1931. He was a partner of the 
Movietone Company whose first year of existence ended on 31st 
Decembr, 1931. In 1932-33 assessment the assessee did not in
clude his income from Movietone Company as the assessee's pre
vious year ended on 9th Novemberd931. But the I.T.O. included 
Rs. 1,14,812 being profits from .M.ovietone Company up to 31st 
December, 1931, and assessed him. It was decided by the High 
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Court that as the a8sessee had to make a return of his total income 
up to 9th November, 1931, he could not be required to include his 
movietone profits as that would mean adoption on the part of 
the asse8see of two different previous years. 

Section 3. (Charging section for Income-tax) 

(1) Who are taxed? 

(2) At what rate 1 

(3) On what? 

Regarding (1) 

This section charges the following to income-tax:

(a) Individual, 
(b) Hindu undivided family, 
(c) Company, 
(d) Firm (registered or unregistered), 
(e) Other association of individual, e.g., co-opera

tive society, chamber of commerce, club. 

Regarding (2) 

The tax shall be charged at the rates applicable to the 
total income of the assessee in accordance with the provi
sions of the Finance Act in force for the year. 

Regarding (3) 

The tax shall be charged in respect of all incomes, 
profits and gains of the previous year. 

Note:-

A company in liquidation is a company within sec
tion 3 above. (Official Liquidator, Agra Spinning and 
Weaving Mills Co., Ltd. 1'. C.LT., U.P.) 

Basis of Indian and English Taxation Compared. 

The basis of the Indian taxation is-

(1) that an assessee is liable to pay to the Govern
ment income-tax for any current year 
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(2) on what accrued to him as income during the 
" previous year." 

The basis ot the English taxation is-

(1) that an assessee is liable to pay to the Govern
ment income-tax for any current year, 

(2) on the income of that very year, 

(8) to be me.asured or computed by what accrued to 
him as income during the previous year. 

The basis of Indian taxation as explained above 
raises a question, viz.~ 

If a source of income is absent in the year 1929-30 
but existed in 1928-29, will the income be 
taxed in the assessment for 1929-301 

According to English law this income will not be 
included. 

According to indian law this income will be included. 

Therefore it is clear that the existence· or non-exist
ence of the source of income in the year of assessment is 
immaterial. What is essential is the pr~vious year's 
actual income; that income will be taxed. (Tehri Garhwal 
Estate v. C.l. T., U.P., 1934; Behari Lal Mullick v. C.LT.; 
Bengal,1927.) 

In the'English case, viz., Van Den Bergh's case, X and Y 
were rivals in a trade-they entered into an agreement and later, 
Y terminated the agreement and paid X a compensation. 

The Commissioner decided it as incomfl. 
The High Court decided it a's capital. 
The Court of Appeal decided it as income. 
The House of Lords .decided it as capital. 

In the Imperial Chemical Industries (India), Ltd. (1935), it 
was decided that payments made " once and for all " by way of 
lump sum would be capital expenditure. 

In the Anglo-Persian Oil Company (India), Ltd. case, the 
agency that received the lump sum as compensation for having 
lost its agency was taxed on this sum. The Calcutta High Court 
disallowed t.his assessment. 
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In th~ ('alle of th~ Tru,o;tet' of th~ Estate of Late Sir DanJ 
Yule '1'. C.I.T., Bengal (l9:l5), Sir David Yule left lar<J'e accumu
lat~on8 01 undistr~bu~ed profits in the companies form~d by him. 
Th18 reaerve was dIstrIbuted as Bonus in the form of Debentures. It 
wa.'1 held by the High Court and th~n by the Pri"" Council that 
the amount of honu!! paid in the form .of Deb~nture8 was not 
a~!'t'!lRIlble. 

If the undistributed profits of the companies could 
be deemed to have been distributed, the personal assess
ment would have yielded a very large revenue to the state. 
As the profits were distributed by way of (Bonus shares 
or) Debentures they were converted into Capital and could 
not be taxed. 

If, however, bonus is given to shareholders in cash 
it is taxable. 

Experts' Report Criticised: 
The Report has recommended "Slab System" in 

place of the existing" Step System." By the suggested 
change, the first Rs. 1500, has been totally exempted from 
tu for everybody. The subsequent slices will bear grad
ed (steeply graded) rates of tax: The exemption 
of the first Rs. 1500 is very desirable particularly because 
personal allowances as Gbtainable in England have not been 
recommended by the Committee. The Committee may 
regard this exemption a part of the Slab System only but 
because it stands by itself as a very equitable measure it 
should be accepted at once. With regard to the Slab System, 
the main objection is that the ability.of a person to pay 
does not depend on the first slice or any particular slice 
but wholly depends on the total income of any person. It 
is the total income alone which determines what financial 
burden a man can bear. This contention will be further 
strengthened when it is pointed out that the economic value 
of the first, second or any slice of a poor man is quite 
different from the nlue of the corresponding slices of a 
rich man; still the rate of tax imposed by Slab System is 

r. 5 
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the same on both'the rich man's slice and the poor man's 
slice. Marshall points out " the marginal utility of money 
is greater for the poor than the rich; .... in other words, 
the richer a man becomes, the less is the marginal utility of 
money to him." To put this in more concrete form, the 
rich man has more slices to fall back upon than the poor or 
the man of moderate means and as the total number of 
slices in every· case determines 'the relief to the ultimate 
burden of taxation, the number of slices or slabs is a 
determining factor to a man's ability to pay. Thus the 
same slab rates applicable to both the incoines of the rich 
and the poor cannot be a fair imposition. 

It is, therefore, difficult to see much equity in the 
proposed slab system. The equity lies in the progressive 
rates as between the different slices of the same man's 
income; but this must not be confused with the ability of 
one man when compared with that of the other. The 
existing system, 'Oiz" the" Total Income" basis has, in 
this particular respect,distinctly greater advantages. In 
these circumstances, the present system should continue. 

Another defect of the present system pointed out by 
the Committee is the hardship due to sudden jump from 
one rate to another, This can be easily rectified by intro
ducing a more elaborate" marginal relief" scheme, by 
reducing the steepness of the scale of rates and by creating 
more stages. The replacement of the existing method by 
an altogether new one will'mean serious impairing of 
efficiency, The quickness and alertness due to experience 
gained by the department during the last twenty year~ 
will be ineffective and the uninterrupted progress of 
Income Tax case-laws will considerably sufier. 

If it is the genuine intention to reduce the burden of 
taxation to the large middle-class population in India the 
attempt need not be made by such a round-about 
process but by straightaway reducing the rates which 



SECTION 3 35 

alone can be appreciated by a tax-payer. The rates 
should be such and the assessment should be governed by 
such provisions and rules that a small Indian industry, 
trade or commerce struggling its existence through with 
a very meagre profit may find a portion of the burden of 
tax removed. In order to safeguard the interest of the 
State- revenue, a set of concessional rules may be framed 
for such businesses as will produce to the LT.O. ~udited 
accounts. This measure is likely to attract such businesses 
as are now adopting various devices in order to remain 
below the taxable stage though they are -fully sensible of 
the risks involved. The idea of giving some privileges to 
one class of business organisations or denying certain 
privileges to another class is not absolutely new to the 
present Act for such an idea operates behind the rules 
which govern the unregistered firm. This suggestion 
will serve many purposes: 

(1) A set of concessions will give sufficient advantage 
to the assessees to give an impetus to produce audited 
accounts. This will substantially help the Income Tax 
Department in respect of time and trouble involved in 
tackling unsatisfactory accounts. 

(2) Small Businesses will be on a much stronger 
foundation when the accounts will be scrutinised by 
auditors. 

(3) It will create an occupation with wide field and 
give to many youths employment which has already become 
a matter of concern to the Government. 

Section ~. (1). Assessee's domicile immaterial. 

Income, profits or gains accruing or arising or receiv
ed in British India, or 'deemed to accrue or arise or to be 
received in British India. 
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Section lJj (2). An instance of cases covered by the 
term deemed in section 4(1). 

- . 
Income, profits and gains accruing or arising outside 

British India to a resident in British India to the extent 
that income is brought into British- India is taxable in the 
year in which it is received. 

The above section 4(2) may be illustrated by the follow
ing cases in which income is deemed to accrue or arise 
or to be received in British India: 

_ (1) Incomes-that accrue or arise outside British India_ 
(whether in a Native State or in a foreign country) to a 
resident in British India will nol; be taxed unless that 
income is brought into -British India. . 4(2) 

(2) Salaries of employees (British subject or non
:British subject) of the Government or of local authority 
in British India working in _ a Native State will be 
taxed. 7(2) 

(3) Professional fees received outside British India 
but within India to a person ordinarily resident in British 
India are taxed. 11(3) 

(4) Incomes that accrue or arise in British India, 
through business connection in British India fo non~resi.: 
dents -will-be taxed.- . (42) 

Note:-

Mere recording (of profits derived elsewhere out of 
British India) in the balance-sheet prepared in British 
India is not a case of profits " deemed to be received or 
brought into British India." 

In the matter of V.G. Every in the Calcutta High Court, 
Justice Panckridge observed: -" In my opinion, the words 
accruing and arising are very wide and I am in full agreement 
with those decisions of the Bombay High Court, which have laid 
it down that they mean something different from be£l1U 1'ecei·ved. 
This view receives support from the language of section 4(2) which 
specifically recognises that income, profits and gains may arise or 
accrue at one place and be received at another."· -/-
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!' Accrue or arise" has the sense of ownership while 
received" has the sense of possession. 

In the Ahmedabad Advance Mills, Ltd., an income arostl in 
England from sterling investments. 'l'rus mcome was then uu
ilzt!u in purchasing some assets for the Bombay Lompany. When 
this machinery was brought ·to Bombay, the questlon naturally 
arolStl all to whether income to the extent of the value of tilt! 
machinery is not income remitted to India and as such taxabie. 
The Bombay High Court htlld that income was not brought but 
capital asset Was brought to India and therefore not taxable. 

In Subl'amanyan Chettier 'IJ. C.LT. (Madras, 1935), Assessee 
had business both in 'l'innevalley and Penang (outside British 
India). He contracted a debt in his Tinnevalley shop, In order 
to I'epay this debt he issued to his creditor . hundis' on his 
l'enang firm j the debt was thus discharged. It was decided that 
it was a case of constructive receipt as discharge of 'l'innevalley 
dt!bt amounted to a receipt in India by the Assessee of his gains 
outside British India. 

In Saundel·S 'IJ. C.LT, (U.P., 1932), Bishop of Lucknow was 
paid from a fund in U.K. and the allowance was payable only 
III U.K. 1.'he Allahabad High Court held that the income accrued 
in India. 

In Sir T. Vijayaraghavacharya's case (1936), he was paid in· 
U.K. 1.'he Lahore High Court decided that" pay, leave salary, 
pension paid outside India to persons residing in India" was 
exempt from tax just as payment made to persons residip.g out of 
India. Therefore in this case income has been taken to arise at 
the place where payment to the assessee has· been made-not 
where .. earned " nor where the source is situated. 

l/lultration :-

A rupee company in India has some sterling investments in 
U.K. The dividends declared out of the rupee company profits 
were paid to U.K. shareholders from the interest on sterling 
l'Ieeurities. As the law now stands, because the income from 
sterling securities is not remitted to British India, it. is not 
taxable, -but is it not a clear case of constructive receipt and 
~IHluld not interest on sterling securities to the amount of divi
,lends distrihuted in England be in eluded in the total income of 
the rupee company and be taxed? 

Experts' Report Criticised: 
The Report has recommended that in place of 

" remittance basis," " 'Vhole income basis" should come 
into operation. It is true that" whole income" basis is in 
vogue in U.K. but apart from the argument that in that 
case allowance of foreign business losses have got to be 
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made with all their attendant difficulties and complica
tions, on absolute grounds of equity and reason the 
" whole income" basis is not acceptable. The other 
obj ection to this recommendation is that Double Income
tax Relief question will become much more complicated. 
The income-tax machinery in India will have much greater 
task (not having sufficient control) without a correspond
ing revenue gain. The report points out that by the 
existing system 

" encouragement is offered to investment abroad by wealthy 
persons who can afford to refrain from havin~ the income I'emitted 
to British India. Not only is no tax payable on that part of the 
residents' income, but there are possibly adverse effects upon the 
supply of capital for Indian industry, There is no reason in 
equity why investment of money abroad, as contrasted with home 
investment, should be given immunity from taxation." 

This argument apparently looks forceful, but on a 
close examination it will not be found so. Such a sterling 
investment escapes Indian taxation, but surely is charged 
to U.K. tax. English tax is greater and there is no 
reason why on the ground of taxation there should be a 
flight of capital from India to .U.K. The present system 
has provided reasonable protection to Indian revenue by 
taxation of the amount remitted to India from abroad. 
This view is reasonable and there is no risk involved as 
the entire amount can be taxed then without any deduc
tion for foreign losses. 

Section 4 (3). 
The Act does not apply to the following classes of 

income (both for Income-tax and Super-tax). 

Section 4 (3) (i). Any income derived from property heM 
under trust .... thereto. 

This exempts two categories of income;-

(a) Income from property which is dedicated abso
lutely. 
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(b) In case of qualified dedication, so much of the 
income as is applied or finally set apart for 
application to religious or charitable 
purposes . 

.. In the case of absolute dedication, i.e., where there is no 
outl!tanding secular interest reserved' by the trust, the exemption 
is complete. In the case of qualified dedication, the trust reserves 
a 8ecular interest to beneficiaries, Shebaits or heirs of the founder, 
etc. This secular i1lterest is assessable to income-ta:c. SuppoEe 
GO per cent is under the trust applicable to religious or charitable 
purposes and 40 per cent distributable among' the heirs of the 
settler. The 40 per cent is assessable. Suppose also that only 
50 per cent is actually applied or set apart for -religious or chari
table purposes and the heirs of theShebaits misappropriate 10 per 
cent. The 10 per cent is under the section also assessable. 

The maintenance of a Shebait mayor may not come within 
the category of religious or charitable purpose. It depends on 
the circumstances of the case. If, for instance, a dedIcation is 
absolute and a small portion of the income is given to the Shebait 
lor his remuneration for carrying out the trusts of the endowment, 
it would not be secular. If, on the other hand. a fixed sum is 
El'iven to religious or charitable purposes and the residue of the 
Income is given to the Shebait for his maintenance, the residue 
would be held to be secular. 

The test is whether a suit for partition lies for division of the 
residue. If it does, then the' residue is secular and assessable. In 
such case, any portion of the dedicated, i.e., ordinarily exempted 
income which may be miflappropriated would also be 
BIIIIE-SRaMe." (I.T.M." 

Note:-

(1) It need not" be a formal trust. 

(2) If the property is held under trust wholly for 
religious purposes, the Income-tax Officer 

-' has nothing to enquire as to how the income 
has been applied. 

\Vhen held in part only, the fact that income has 
been" finally set apart" will be enough for 
Income-tax Officer. 

(3) Property in this section means securities, 
business and all other properties. 
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~,ection 4(3) (ii)-. 

" Section 4(3) (ii) similarly exempts the income of 
religious or charitable institutions which is derived from 
voluntary contributions and is applicable solely to reli
gious or charitable purposes. 

To secure exemption under clause (i) or dause (ii) of 
section 4 (3) the income of religious or charitable institu
tions and income derived from property held for religious 
or charitable purposes need not be actually spent on reli
gious or charitable purposes in the year of receipt. It is 
sufficient if it is set aside for those purposes. In the case 
of mixed trusts, the income-tax authorities are required 
to enquire intQ the application of the income. Where 
property is held in part only for religious or charitable 
purposes a proportionate share of any expenses incurred 
on management should be considered as applied to those 
purposes." (I.T.M.) 

Note:-

(1) Charitable purpose includes relief of the poor, 
education, medical relief and advancement of any other 
object of general public utility. 

The following come un4er charities:-
University, Dharamsala, Poor .feeding house, Dis

pensary, Hospital, School, etc. 

(2) A hospital, school or college, etc., need not neces
sarily be charitable. Such things when pro"prietary will 
be taxed. 

(3) An institution meant for professional examina
tion is not charitable. 

(4) 'Whether any organisation is charitable or not is 
a question of fact and intention. 

(5) Mere benefit, benevolent or liberal purpose will 
not necessarily bring it within section 4(3). It must l:e 
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income from property held in ,trust. (A. Eggar .". C.I.T., 
Burma, 1927.) 

(6) If a temple is made· a member of a registered firm, 
the firm cannot claim exemption for the share of the temple 
because income is not derived from property held under 
trust. (Lachman Das Narain Das, Cawnpore, 1925.) 

(7) The Musalman Wakf Validating Act of 1913 
fully recognises wakf which is solely intended for main
tenance of assessee and his children. But as the income 
was not devoted wholly to religious or charitable purposes 
itcQuld not be income within section 4(3) (i). (Umar 
Baksh .". C.I.T., Punjab, 1931.) 

(8) There should be 

(1) permanent dedication, 

(2) entire or substantial dedication, 

(3) definite part of the property should be dedicated. 
(M.E.R.., Malak .". C.LT., C.P.) 

(9) The trustees of " Tribune" of Lahore contended 
that as the trus't was created for public good, benevolent 
purpose and liberal policy the income wAs covered by 
" charitable purposes" and that they neither came under 
section 40 nor under section 41. The Lahore High Court 
decided that the, income was taxable. It was held that 
(1) sections 40 and 41 do not exhaust the categories of 
trustees, (2) '~ the association of individuals" in section 3 
includes trustees of all description and does not exclude 
them when the beneficiary is not a living person. 

Section t (3) (iii). The income of local authorities. 

"Local authority mean8 a municipal committee, district board, 
body of port commI8sioner8 or other authority legally entitled to 
or t'ntru8ted by the Government wHb the contJ'ol OJ' mana~emeJlt 
of a municipal or local fund." 

Y. 6 
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Local authority includes harbour trust boards, 
improvement - trusts, inland navigation boards, water 
boards, etc. 

Note:-

All the income of these bodies from whatever source 
derived is exempt from taxation. All incomes whether 
from markets, tramway, railways, gas, electric, water, 
undertaking' belonging to a local authority are exempt 
from taxation. 

Section 4(3) (iY). Interest on securities which are held 
by or are the property of any Provident Fund to which 
the Provident Funds Act of 1897 (now Act XIX of 
1925) applies. 

Note:,--
(1) Provident Funds are invested in Trustee securities 

(sec. 2.0 of the Indian Trust Act). 

(2) These are Provident Funds of public servants or 
quasi-public servants, the constitution and control of 
which are regulated by Provident Funds Act and rules 
made thereunder. 

-

(3) The Manager -of the Court of Wards is a Govern-
ment servant for the purpose of the Provident Funds Act. 
(J. E. Rutherford v. C.LT., Bihar, 1931.) 

Section 4(3) (y). Any capital sum received

(a) in commutation of pension, or 

(b) in the nature of consolidated compensation for 
death, etc., 

(c) in payment of insurance policy, or 

(d) as the accumulated balance or at the credit of a 
~ubscriber to any such fund. 
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Note:-

(1) Pension monthly received is taxable. 
(2) Commuted pension exempt from tax. 
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(3) Lump sum gratuities in lieu of pension are 
taxable. 

(4) Gratuities received by railway servants exempt 
(section 60). 

(5) Accumulated balance includes not only contribu
tions and subscriptions but also interest thereon. 

Section 4(3) (Yi). Any special allowance, benefit or per
quisite specifically granted to meet expenses wholly 
and neeessarily incurred in the performance of the 
duties of an office or employment of profit. 

Note:-
(1) Perquisite means" any casual emolument, fee or 

profit attached to an office or position in addition to 
salary or wages." 

(2) Perquisite is taxable like salary, but the above 
II special allowance, benefit, perquisite, etc." are exempt 
if the two following conditions are satisfied: 

(a) The allowance must be specifically granted to 
meet the extra expense thus caused to the 
employee and that extra expense only. 

(b) The expense incurred by the employee must be 
. wholly and necessarily incurred in the per

formance of his duties as an employee. 

It is thus a question of fact in each case whether 
house rent allowance or the value of rent-free quarters is 
exempt from. the tax, but the following examples will 
show the lines on which decision should be made: 

(a) A curren~ officer i .. granted rent-free quarters .in his 
currency office. He will be liable to tax on the value of hIS rent
free quarters. 
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(b) A Governm(lntoffice has its headq'uarters in Bombay, 
but proceeds for some months in the year elsewhere and grants 
its ministerial establishment house rent allowances or rent-free 
quarters in the place to which it proceeds with the specific object 
of providing for. the maintenance of the second. The allowance 
or value of rent-free quarters will be exempt. 

(c) In all cases where rent-free houses form part of the per
quisites of an employee, the cash value of such a house to the 
occupier· need not ordinarily be deemed to be more than 10 per 
cent of the salary of the employee. 

(d) Tp'e "Delhi ·moving allowance" and "Delhi camp 
allowance" are exempt. 

(e) Officers and other ranks of the Army in India (British 
and Indian) are exempt from tax so far as the following allowances 
are concerned:-

Messing, syce, forage, meal money and clothing allowance, 
outfit allowance, horse allowance, tentage, travelling, 
etc. 

Section 4(3) (yii). Casual gains: 
Any receipts not being receipts arising from business 

or the exerCise of a profession, vocation or occupation, 
which are of a casual and non-recurring nature, or are 
not by way of addition to the remuneration of an 
employee. 

The following two conditions must be satisfied before 
.any income or profits can be exempted as casual: 

(I) they must not be the proceeds of a profession, 
vocation or employment, or arise from 
business, that is, from "any venture or 
concern in the nature of trade, commerce or 
manufacture," and 

(2) they must not be annual. 

Both these conditions must be fulfilled. The exemp-
tion also is specifically not to apply to any gratuity to· an 
employee for services rendered so as to avoid the possibility 
of any ambiguity in connection with the use of the word 

, ' " gratuity" in section 7(1). The following are illustra
tions of the effect of the provisions of section 4(3) (vii) : 
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(1) A purchases a house with a view to re-selling it at a 
profit. His profits from the transaction are liable to income-tax 
(even although it be an isolated transaction). B purchases a 
house for his own residence and later on sells it at a profit. Ris 
profit is not liable to the tax. 

(2) A wins a prize in a lottery or a bet on the race-course. 
His receipts therefrom arE> taxable. B is a bookmaker. His 
profits from betting are taxable. 

(3) A is a professional beggar. His receipts from mendicancy 
are not exempted from the tax by this sub-section. 

(4) A makes a practice of speculating in the purchase and 
sale of shares. His profits therefrom are liable to the tax. B 
purchases Indian War Loan 1929-1947 at 95 redeemable at par. 
The premium received on redemption after a period of years is 
not liable to the tax. On th other hand the yield from Treasury 
Bills arising from their issue at a discount and .repayment at 
par after 12 months or some shorter period is liable to the tax 
under section 12, though as this yield· is not interest, the tax is 
not deducted at the source under section 18(3). 

(5) A man writes a book. His receipts from its sale are 
taxable. - . 

(6) Lump sum legacies are exempt; annuities granted under 
a win are not exempt." (I.T,M.) 

Section 4(3) (Yiii). Agricultural income. 

This has been discussed on page 6. 

Section 4(3) (ix) .... Any income received by trustees on 
behalf of a recognised Provident Fund. 

Note:-

(1) Definition of ." Recognised Provident Fund '" 
is given in section 58A, etc. 

Section 5. 

Income-tax aU,thorities are the following:

(1) Central Board of Revenue. 

(2) Commissioners of Income-tax. 

(3) Assistant Commissioners of Income-tax. 

(4) Income-tax Officers. 
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(1) Central Board of Revenue is appointed by the 
Governor-General-in-Council. This Board frames rules 
and instructions 'in interpretation of the provisions of the 
Act. • 

(2) Commissioner of Income-tax is the head of the 
Income-tax Department in a province. He is appointed 
by the Governor-General-in-Council. 

(3) Assistant Commissioners and Income-tax Officers 
are appointed and dismissed by the Commissioner. In 
this respect, however, he is subject to the control of the 
Governor-General-in-Council, who exercises this control 
through the Governor-in-Council. 

Assistant Commissioners and Income-tax Officers have 
r-ight of appeal to Governor-General-in:-Council. 

(4) Assistant Commissioner's main duty is to hear 
appeals. They also supervise the work of the Income-tax 

- Officers. Now in some provinces their functions have been 
divided into distinct divisions, viz., executive and judicial. 

(5) Income-tax Officers' main duty is to make assess
ment. They are in immediate control of the office and 
are responsible to the Assistant Commissioners. 

Section 6. 
Income, profits and gains may be divided under the 

following heads :-

(1) Salaries. 
(2) Interest on securities. 
(3) Property. 
(4) Business. 
(5) Professional earnings. 
(6) Other sources. 

As sources of income are different in character, it is 
necessary to have some groupings. The process of arriv-
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ing at the assessable income in each case is different because 
deductible allowances have naturally to be and actually 
are different in. kind. Moreover, the bases of assessment 
are of necessity different and income from one source may 
bear deduction at source, whereas the income from another 
may not bear that deduction at source but taxed after the 
assessee has received them. 

Section 7(1). Salaries. 

Tax is payable in respect of any salary, wages, 
annuity, pension, fees, commission, perquisite, etc. 

But tax is not to be paid in respect of any sum deduct
ed under the authority of the Government from the salary 
of any individual in order to make provision for his wife 
and children [7(1) Proviso]. 

Note :.,-

(1) Annuity in this section refers only to annuities 
paid in connection with one's service-not to annuities 
granted under a will or in connection with an insurance 
policy. 

(2) Rent-free house is a perquisite. 

(3) Question of deduction from salary raises the 
question ~f similar deduction, viz., Provident Fund deduc
tions. 

Section 7(2). A case covered by the term deemed in 
section 4(1). 

Salaries of employees (British or non-British subject) 
of the Government or of a local authority in British India 
working in a Native State will be taxed. 

Post Office employees posted in Native States will 
come under this. 



48 INCOME-TAX LAW AND ACCOUNTS 

A batement under section ](1) Proviso and under 
section 15(1). 

Section 7 (1) • Proviso: 

Amount deducted from one's salary, under the 
authority and with the permission of the Government for 
the purpose of securing a deferred annuity to him or 
making provision for his wife and children. 

Section 15 (1) . 

Amount paid by one to an insurance company in 
respect of an insurance or deferred annuity on his own 
Hfe or on the life of his wife. -

Amount paid by _him as a· contribution to any of the 
Provident Funds (under Provident Funds Act 1897 now 
Act XIX of 1925 and also under Provident Insurance 
Societies Act of 1912). 

Provided tne total abatement claimed does not exceed 
one-sixth of the total income. 

Note:-

The abatement does not apply to super-tax, _ i,.e., 
super-tax is levied on the total income undiminished by. 
any abatements. 

Section 7 (1) Proviso an,d section 15 (1) . 

A little confusion may arise as to the necessity of 
section 7(1) Proviso when there is the more comprehensive 
section 15(1) which includes not only 

(1) insurance on his own life or on the life of his 
wif~, and 

(2) contract for a deferred annuity on his. own 
life or on the life of his wife; but also 

(3) contribution to any Provident Fund to which 
the Provident Funds Act 1897 applie$ or 
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to any Provident Fund which complies 
with the provision of the Provident 
Insurance Societies Act 1912. 

The proviso to sectio~ 7(1) is meant to serve another 
purpose. 'Vhile section 15 deals with insurance and 
provident fund deductions, the proviso to section 7(1) 
refers only to compulsory deductions made under the 
authority of the Government, not of other employers and 
such compulsory deduction must not exceed 1 of the 
salary. 
Illwtratwn: 

The salary of Professor Gurcharan Lal of the Lucknow U ni
versity is Rs. 1,200 p.m. 8% on his pay is deducted for his 
Provident :Fund (semi GOTernment Provident Fund, which comes 
under Act XIX of 1925). Find out the net sum payable to Yr. 
Lal per month and his liabilify to income-tax. 

Gross salary I Provident Fund 
deduction 

Income-tax 
deducted 

1,200 x 12 8% being 96 
=Rs. U,400. 96 x 12=Rs. 1,152. 

B.s. 69 p.m. 
69xI2=Rs. 828. 

Total income of Mr. Lal:

(1) Salary 
(2) Examination fees 
(;$) Iuteret;t on securities 
(4) House property 

Less Provident }'und 

Taxable 

Re.14,400 
nil 
nil 
nil 

Re. 14,400 Total income 
(rate 12 pies). 

Re. 1,152 

Rs. 13,248 at 12 pies 
=Rs. 828. 

:. tax payable ie Re. 828, which being already paid by way 
of nlOnthly deduction, nothing more to be IJaid. 

The monthly net lIalary receivable by Mr. Lal:-
Salary Rs. 1,:lUO 
Less Provident Fund 96 

Lese Income-tax 

F.7 

Re. 1,104 
69 

Rs. 1,0;$5 
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Illustration: _ 
Assuming Mr. Lal has the additional following incomes:-
Examination fees Us. 1,500 
Interest from bank deposit •. ; Hs. 4,5UU 
Rent from house property (let out) ... Rt!. 2,100 

His life insurance premiums are Rs. 160 per month. 

Total income:-
(1) Salary .. , 
(2) Examination 'fees 
~3) Bank interest 
(4) House property: 

Rents ... lts. 2,IUO 
Less 1- for 

repairs ... : Rs. 350. 

Less Provident Fund Rs. 1,152 
Less Life insurance 

premium Rs. 1,920 

:. 19,078 at 19 pies 
Less tax already paid 

Rs. 14,400 
Rs. 1,500 
Rs. 4,500 

Rs. 1,750 

Us. 22,150 Total income 
(rate 19 pies). 

Rs. 3,072 

Rs. 19';078 Taxable. 
Rs. 1,887 14 10 
Rs. 828 0 0 

Rs. 1,059 14 10 

Rs. 1,059 1410 yet to be paid by Mr. Lal. 

Note:-

. In Banke Behari Lal v. Commissioner of Income-tax, Punjab, 
the Lahore High Oourt decided that the salaries actually received 
during the year would be taxed. Salary due but left undrawn 
until 1st April wo~ld not be included. 

The idea of taxing on " due" basis will meet the case 
where drawing of salary is deferred to avoid higher rate 
of tax but "due" basis has the defect of taxing items 
which may never come into the possession of the assessee. 
Probably the idea of taxing on " due" basis goes against 
the spirit of the Act for throughout the Act, expressions 
.... accrued, arisen or received" form the basis. 
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Prorident Fund 

For income-tax. purposes provident funds can be of 
three classes : 

(1) Provident Funds Act 1897 (XIX of 1925 as 
now known). 

(2) Recognised Provident Fund (Chapter IX A 
of the Income-Tax Act). 

(3) Private Provident Fund (i.e., unrecognIsed). 

Class (t) :-Three kinds of provident -funds are 
included: 

(a) Government Provident Fund and Railway 
Provident Fund. 

(b) Local Authority Provident Fund. 
(e) General, e.g., University, Affiliated Colleges, 

Imperial Bank, Reserve Bank. 

Contribution by employer is exempt. 

Contribution by employer is exempt as is evident 
from the fact that accumulated balance at the credit of 
the subscriber is exempt from tax. 

Class (2) :-Contribution by an employee exempt 
from income-tax (not super-tax). 

Contribution by an employer exempt in the hands of 
the recipient from income-tax, but enters into total 
income to augment the rate (not exempt from super-tax). 

Contribution by employer is allowed as a business 
expense in his profit and loss account. 

Note:-
(Conditions should be noted as in Chapter IX A of 

the Act.) 

Class (3) :-Contributions by employer are allowed as 
a business expense where funds are constituted as 
irrevocable trusts. In many cases the employer charges 
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the entire sum. of- his contribution as business expense at 
the time of actual payment. This charge is allowed. 
This amount is then taxed at the hands of the recipient. 
Employee's contribution per month is' not allowed as a 
deduction from total income or in other words his own 
contribution is taxed monthly. Hence at the time of 
actual receipt of Provident Fund account, his own contri
bution must be eliminated from the assessee's total income. 

Section 8. Interest on securities. 

The interest chargeable under this section is the 
interest only on securities of the Government of India 01' 

of a local Government or on debentures or other securities 
for money issued by or on behalf of a local authority' or 
company (debentures issued by associations, firms, dubs, 
etc., do not come under this-they come under section 12). 

Note:-

(1) If any direct expenses are incurred for earning the 
interest (e.g., a lIlan borrows a certain sum. to purchase 
securities, the interest on the borrowed money should be 
regarded as expense) such expenses are to be deducted 
from the gross amount of interest in order to bring it to. 
assessable income. 

(2) In connection with this source of income, tax is 
deducted at source at the maximum. rate. 

(3) Income under this head is assessable on the basis 
of actual receipt. 

(4:) The question frequently arises as to whether the 
profit from sale of securities is an accretion to capital or 
income. If the former, it is not taxable, but if it is the 
latter, it is taxable. 

In the case of Amritsar Produce Exchange, the Lahore High 
Court decided that the facts of every case have to be considered. 
It is upon the assessee to prove by documentary evidence or 
treatment in account-books or in other ways that his intention was 
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to permanently set aside a sum from the floating capital in which 
case it would not be taxable, otherwise it will be taxable being 
regarded as income. 

(5) An assessee deposited Government securities wit4 
a bank against an overdraft granted· to him. He claimed 
deduction of interest payable to bank from interest receiv
able from securities. This was not allowed. (Mahadeo 
Ashram Prasad 1'. C.LT., Bihar, 1927.) 

(6) Where a business carrying on banking receives 
deposits or loans in the course of its trading activities, 
the interest on these deposits and loans will be allowed as 
a deduction from its entire income. 

7. (a) Interest on sterling securities of the Govern
ment of India or those issued by English companies carry
ing on business in British India would be chargeable when 
such interest is received by a holder of the security in 
British India. 

(b) When a holder of such a sterling security is in 
U.K., he is not chargeable because the right to receive is 
in U.K. 

(c) When a holder of a security of the Government 
of India is in U.K. and receives the interest there, he is 
liable to tax because in this case, the righ,t to receive is in 
British India. 

(8) Income-tax free securities are not free from Super-
tax. 

(9) The following are entirely exempted from the 
operation of the Act ;-

(a) Yield of Post Office cash certificates. 

(b) Interest on deposit in the Post Office Savings 
Bank. 

(c) Interest on Mysore Durbar Securities. 

(d) Interest on securities held by Provident Fund. 
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(10.) Interest on Government securities (upto a face 
value of Rs. 22,50.0.) purchased through the post office and 
held in the custody of the Accountant-General, Posts and 
Telegraphs, on account of anyone assessee, shall be 
exempt from the tax but it shall be included in the total 
Income. 

(11) Interest on securities received by a Cooperative 
Society is not exempted from the tax. Such interest from 
its investments is not profit contemplated by Government 
notification. (The Madras Central Urban Bank, Ltd., 
v. C.LT., Madras, 1929.) 

(12) Commission paid to bank for collecting interest 
on securities is exempt from the tax. 

(13) The only Government Securities (other than 
LT. free securities) from the interest on which Income-tax 
is not deducted are Treasury Bills. 

(14) With respect to Government Securities: 

(a) When they are held by an Indian State, the 
State is not assessable to Income-tax or 
Super-tax except under the Government 
Trading Taxation Act 1926, i.e., unless the 
State carries on trade or business. . 

(b) When they are held by Ruling Princes or Chiefs 
as their private property, they are exempted 
by Section 60.. 

(15) With respect to other Securities, i.e., local author· 
ities, Companie~, etc., 

(a) Indian State is exempt. 

(b) Ruling Princes not exempt. 

Section 9. House Property. 

Tax shall be paid in respect of annual value of 
property consisting of any buildings Or lands of which he 
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is the owner. It is only the owner who is liable to pay 
tax under this head. Where a person derives income from 
house property which he holds on lease, such income is 
chargeable under section 12. Lands not attached to a 
building are not chargeable under this section. 

The expression "annual value" means the sum for 
which the property might reasonably be expected to let 
from year to year. The annual value is a matter to be 
decided entirely by the Income-tax Officer. Still the value 
fixed by the local bodies for rating purposes is a very 
important factor for guidance, but it is not binding upon 
the Income-tax Officer. In fixing the annual value the 
Income-tax Officer takes into consideration mainly the 
rents received from year to year. 

The annual value mentioned here represents gross 
value. Where net value has been mentioned in property 
tax bills, for assessment purposes, gross value has to be 
found out (net value is generally 90 per cent of the gross). 

Roughly the following allowances may be given to 
arrive at the basis of assessment :-

(1) Repairs not exceeding 1/6 ~f the gross value 
(obligatory) . 

(2) Insurance premium paid against fire, damage 
and destruction. 

(3) If the property is subject to a mortgage or 
capital charge, interest payable on such 
mortgage or charge. 

(4) Ground rent of property payable if subject to 
it. 

(5) Any land revenue paid in respect of property. 

(6) Collection charges actually paid not exceeding 
'6 per cent of the gross value. 
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(7) Occasional vacancies should be taken into 
account. 

(8) _ Interest payable on capital borrowed to acquire 
the property. 

Aggregate of these allowances in a particular year 
I{lust not exceed the annual value. In other words, in the 
matter of set-off (section 24), no minus quantity can be 
claimed in respect of house property. 

Section 9(2). Proviso. Owner's own residence. 

Whereas the bona-fide annual value alone forms the 
basis of assessment in the matter of house property (meant 
for letting), in the case of owner's own residence its 
assessable value is the annual value provided the amount. 
does not exceed 10 per ce~t of the total income of the 
assessee. 

This proviso relieves the hard cases of those who have 
a big ancestral dwelling house without any substantial 
money income. 

It is difficult to put an ordinary interpretation to this 
proviso, for. according to the proviso, the annual value 
which is only a part of the total incollle depends for its 
ascertainment on the whole. When a part depends on the 
whole (the whole always depending upon the independent 
parts) a difficulty is inevitable. The only workable method 
would. be to divide by 11 the income from all other sources 
(including house property let out). This will give the net 
annual value of the dwelling house. 

Illustration: 

Mr. K.'s monthly salary is Rs. 300. He received interest 
from War Loan securities Re. 1,502 (g-ross).He has two houses: 
in one he resides, the annual vh.lue of which was estimated at 
Rs. 800, and the other is let out, the annual value being Rs.·900. 
Find out his total income. . 
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Sfllff?11I-1'II' ,,1 Toflll I ''''UIII f? 

, • Salary ll8. :iOO x 12 Rs. a,m;o 
~. Intert'lil on St'Curitil'8 

:1. RouolE' It>t out:-

... Us. 1,~():! 

GroSlt annual value ... It,. ~JOU 

• J~ss ~ for expen,*,s R~. 15[1 

1 fIlth tlf R... ;j,g.,)2 is tl .. · nl't annual 
nlnl' of thl' dwelling hou,1' (nl't. i.f?, 

750 

Hs. 5,N52 

aft('r 1th rll'lluctl'ci) Rt;. 5at 

57 

R",. 6,3R-l To .... l inc(JJne. 

lVhptht'r the npt annual Yallne (,OUll',. to he R~. '5:12 from the total 
income as JlPr thl' .\d can he ipstprl:-: 

Total in('ome'R,.. 6,384. 
. 

.\('{'orrling to 'the )ll"O\"i"o, annual \'"lIlue must lIot 
excperl 10%. i.r .• Rs.~ 

R-s. 106 LeAA Ath for rppai~ 

lb. 532 

Section 9 (t) ~l'(nliso. 

Against the head "house property," nothing le~s 

than" nil" can be included in the total income. 

I1]',,1 Tat ;01' : 

.!. DIan 1m)"" a houllt' llY borrowing R~. 20,000 @ 6% p.a. 
intprt'st. Th .. annual yalne of the bouSf' is Rs. 1.0UO. 

The l1~e will not he allowpd to include in the total illl'Onlp 
luo4o; of Rll.200 arri\"prl at as follows:-

Annual value 

, Jd'S!! ('harllell tht'I't:on 6~;. on Rs. 20,nOO 

J ,11,,04 

Rs. 1,000 

Rs. 1,200 

Rs. 200 

In lIuch a I'Dlit', agaillllt tht' Ill'ad • property', ' lIil' will bt' 
in('lurlpd . 

. -Oross annual yslup of the let out house less repairs .. houid 
be inclnded in the total income. 

F. S 
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Illustration: 

A owns 4 houses in one of which he lives. The other three 
houses are let out and their annual value (as agreed to by In~ome
tax Officer) is fixed at Rs. 6,000, Rs. 5,000 and Rs. 3,OOO.--The 
annual value of the residential house is Rs. 1,600 as per muni
cipal valuation. The -owner incnrred the following expenses:-

Fire insurance premiulll 

Repairs 

M unicipa.I taxes 

Land revenue 

Collection charges 

Owner's life insurance premium ... 

Rs. 125 

Re. 3,200 

Hs. 1,000 

He. 70 

Rs. 1,200 

Rs. 2,400 

Find out the taxable income of the assessee and the tax pay
able. 

Annual value of 3 houses let out 

Less deductions allowed:

i for repairs 

Land revenue 

Rs.2,333 

Rs. 70 

Fire insurance premium Rs. 1:l5 

Collection charge$ 6% Rs. 840 

Add 'net annual value of the 
dwelling house being 1/11 

Total inoome 

Less life insurance premium 
1 of Rs. 11,599 

Total income 

.... 

(Municipal taxes are not an allowable deduction.) 

Rs. 6,000 
Rs. 5,000 
Rs. 3,000 

Rs. 14,000 

3,368 

Rs. 10,632 

Rs. 967 

Rs. 11,599 

Rs. 1,933 

Rs. 9,666 
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Legal expenses incurred in recovering rents from 
tenants should be treated as a permissible deduction 
included in collection charges subject to the following 
conditions ;-

(11) Only net legal expenses, that is, expenses at1er 
deducting any costs recovered from the 
opposite party will be deducted. 

(b) The actual expenses incurred in excess of the 
costs deducted will be allowed in the year in 
which the decree is passed; a further 
allowance for costs proved to be irrecover
able will be given later, if necessary. 

(e) The total allowance for collection charges 
including legal expenses allowed must, of 
course, not exceed the statutory 6 per cent. 

Property; Deduction for unrealised . rent.-Un
realised rent on any property is exempt from income-tax 
'and is also excluded in computing the total income of an 
assessee, provided that-

(a) the tenancy is bona fide; 

(b) the defaulting tenant has vacated, or s'teps 
have been taken to eompel him to vacate, the 
property; 

(e) the defaulting tenant is not in occupation of 
other property of the assessee; and 

(d) the assessee has taken all reasonable .steps to 
institute legal proceedings for the recovery 
of the unpaid rent. 

Property in lots.-Section 9 does not contemplate 
separately in respect of each building or any lot of build
ings. Income should be computed on the whole of the 
assessee's property. Consequently allowances should be 
against the whole property of which he is the owner. 
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Illustration: 

X's income from house propel'ties for the year ending .Hsl 
December, 1929 is as follows:-

Lot Xo. [. 

Rent as per municipal as:;e"'Slllellt 
Expenses on above:-

Fire insurance premium 
Repau-s etc. 
Collection charges 

. Interest on lilortgage 

Us. 
350 

19~)O 

2;')0 
900 

Lot Xo. 11. 

Hent as per municipal asse.'>sment 
Expenses on above:-

Fire insurance premium 
Repairs 
{;ollection chai"ges 

.\scertain the asses6able Ulcome. 

US. 
15U 

... 1000 

... 350 

Us. 10800 

Rs. 4SliO 

This illustration will show thut allowances if given on tht: 
hasis of separate lots of property will ultimately he different from 
what the total of allowances ought to he if tIle plopl'rties arc 
combined and regan led as ODe item only. 

Gross rents. fl'om properties 
. IJot I 
Lot II 

Less dl·dul'tions allowed:-
}'ire ,premium (35U+ 150) 
Collection l·harges (2<'>0+350) 
nepairs 
Interest lin mortgage , .. 

Its. 
12000 
.).lUO 

500 
tiU:J 

2900 
900 

Rs. 1;400 

Rs. 49UU 

Total income taxable .. , Rs. 12~00 

In the rna tter of the Official Assignee for Bengal (1937, 
I.T.R, 233) It person was adjudged insolvent under 
Presidency Towns Insolvency Act 1909 and his house 
properties vested in the Official Assignee. The Calcutta 
High Court decided that income from properties would 
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coDie under taxation according to section 17 of the Presi
dency Towns Insolvency Act and Official Assignee was the 
owner of the property. Under section 9 of the Insolvency 
Act the Official Assignee would be assessed as • owner' 
of the property. 

Note:-

A Company owning house properties and earning rents 
therefrom is assessable under section 9 on such income. 
It will not be assessable under sec. 10. 

Section 10. Business. 

Tax under this head shall be payable by an assessee 
011 the income, profits, gains of any business, COlDlllerce, 
t r-ade, manufadure carried on by him, subject to certain 
dt>ductions. 

The following lllay well serve-as guiding principles to 
dE'termine which items will not be allowed as deductions :-

(1) Appropriation of profits, e.g., drawings, 
proprietor's salaries, interest on capital. 
int'Ome-tax. etc . 

. (:l) Items of (·apital nature, e.g.; improvements, 
formation expenses, etc. 

(3) Expenses or charges which may be varied at 
will b~' the assessee, e.g., provision for 
doubtful debts, depreciation beyond a 
statutory limit. 

(4) Losses and expenses -not inevitable in that 
particular business, e.g., donations .. 

The method usually adopted in finding out the 
lll'sessable profits of a business for ineome-tax purposes is 
as follows:-

-(1) Take the net profit as shown by the profit and 
loss account. 
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(2) Add thereto any items debited in the profit and 
loss-account, but not allowable. 

(3) Deduct items credited in the profit and loss 
account but not allowable as credits. 

(4) Deduct items credited)n the profit and loss 
account which have already been taxed by 
deduction or which are assessable under some 
other head. 

Illustration: 

Trading and Profit and 1;.OS.8 Account. 

Rs. Rs. 
To stock . .. 1200 By: sales 3900 

To purchases ... 1500 By stock 1000 

To gross profit . .. 2200 

4900 4900 

1;0 -rent' 

To rates 

125 By G.P. 2200 

20 By commission 30 

To electricity 

To gas 

15 By dividends 150 

10 By sale of scrap materials 

To wages 40 .. _ of a building 

To charities 5 

To l'epairs ... 25 

To commission 10 

To depreciation 55 

'1'0 Goodwill A Ic '"300 

To buildinge~tension .... 500 

To illcome-tax 75 

To net profit ... 1300 

Rs. 2480 

100 

R.~. 2480 
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Adjustment Account (for income-tax) .. 

Rs. 

1'0 dividends .. , 150 By net profit ... 

To 8ale of building By charities ... 
matt'rialrl .. . IOU By Goodwill A I e 

To net profit as adjusted 19;30 By building extension 
By income-tax 

Re.218:) 

63 

Rs . 

... 1300 
5 

aGO 
500 
75 

Re.2180 

The same net profit may be arrived at by recasting the 
profit and loss account afresh eliminating the non-allow-
abIes as indicated before. ' 

Note:-

, (1) Charities and donations are not inevitable business 
expenses and therefore not allowable. 

(2) Goodwill and .extension are capital items, there
fore not allowed. 

(3) Income-tax-It is an appropriation of profits, 
therefore not allowed; . 

(4) Dividends-

(a) It is a foreign item not connected with trading 
profits. 

(b) It is already taxed. 

(c) It should be included under a separate head. 

(5) Sale of a part of building is a capital gain, there
fore not allowable as a credit. 

It should, however, be noted that except in clear cases 
of trade expense~.or trade receipts, all items are decided 
after a careful examination and explanation from the 
assessee. 
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Ilz"utmtion of p01·tne1'.~TI,ip accounts: 

Profit and 1,oss Account.' 
Rs. 

To Salary Rs. RFI. By Gross profit ...3660 
A 200 
n ... 60 

260 
,:To Office staff 730 
To Rent 166 
'To Gas and electricity ... 155 
To Bad debts reserve ..• 190 
To Interest on capital 

Rs. 
A" 170 
B 220 

390 
To Legal charges 40 
To Xet profits 1730 

Rs. 3660 Rs.3660 

" A ,and B in the above partnership share equally. Find out 
from the above the amount on which eac,h has to pay tax. 

Adjustment Account. 

Rs. 
To 11alance 

being firm's a"ses~able-
profits ... 2610 

TIs. 2HI0 
Note:-

By N.P. 
By salaries J\. Il.,nd n 
By BIn reserve 
By Interest On capital 
By 1 .. egal chl!-rgeR 

Rs. 
1730 
260 
190 
390 
40 

RR. 2610 

Partners' salaries are appropriations of profits and 
hence not allowable. 

Legal charges are not allowed unless they are in con
nection with the realisation of bad debts. 

Reserve is an appropriation of profits-not allowable. 

Interest on capital-It IS a capital item-not 
allowable. 
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The firm's assessable profits are Rs. 2610. If, now, 
this amount is equally divided and each one is to pay tax 
on Rs. 1305, it will be inequitable inasmuch as the 
partners do not get equal salaries or interest on capital. 
The equitable division and the only correct division will 
be as follows ;-
Finn's assessable profits 

Re. 
Less salary A and B ... 260 
Less Interest on capital 390 

Rs. 1960 equally divided:-

:. A will be taxed on 

and B will be taud on 

• A on Rs. 1350 
non RII. 1260 

A 
B 

RI:!. 
980 
980 

980 
200 salary 
170 interest 

1350 
980 
60 salary 

220 interest 

1260 

2610 (Firm'II 8AAf'RBable profits). 

Depreciation :-

Rs. 2610 

Re.650 

Re.1960 

It is re-ally shrinkage in the value of the assets by use 
or effiuxion of time. This shrinkage is strictly a capital 
item, therefore in the English system of income-tax no 
allowance is given as depreciation, but allowance is shown 
in another form, fJiz., wear and tear. Instead of meeting 
this important requirement of business indirectly,. the 
Indian Act has directly provided for it by allowing a 
fiXM rate as depreciation. 

It is only the particular classes of buildings, 
machineries, plant or furJlitur~ mentioned III rul~ 8 in 

F. 9 
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respec~.of which the depreciation aliowance can be claimed 
for. t1!e purpose of business only if such business is carried 
on by the owners of such properties. Rule 8 is quoted 
below;-

Rule 8.* An allowance uilder'section 10(2) (vi) of the Act 
in respect of depreciation of buildings, machinery, plant or 
furniture shall be made in accordance with the following 
~tatemen:t :-

Rate. 
Class of buildi~gs, machinery~plant .. 

or furniture. 
Percentage on 
prime cost. 

1. Buildings-
(1) First class substantial buildings of 

selected materials 
(2) Buildings of less. substantial c.onstruc

tion 
(3) Purely temporary erections such as 

wooden 'structure ... 
2. Machinery, Plant or Furniture-:

General rate 

5 

10 

5 
'Rates sanctioned for special industries-Flom 

Mills, Rice Mills, Bone Mills, Sugar Works, 
Distilleries, Ice Factories, Aerating Gas Factories, 
Match Factories -, . .. . ,... ... 6t 

Paper Mills, Ship Building and Engineering 
Works, Iron' and Brass Foundries, Aluminium 
Factories, Electrical Engineering Works, Motor 
Car Repairing 'W orks, Galvanizing Works, Patent 
Stone Works, Oil Extraction Factories, Chemical 
Works, Soap and. Qandle Works, ·Lime. Works, 
SawMills, Dyeing and Bleaching Works, Fllrniture 
and Plant in hotels and boarding hQuses, Cement· 
Works using rotary kilns . ... ... 7! 

Plant used in connection with brick manufac
ture;tile-ma'kirig machinery,' optical machinery. 
glass factories. Telephone Companies, Mines and 
Quarries, TubeweU· boring plant, concrete pile 
driving machines' ,. . 10 

. Sewing machines for canvas or leather 12! 
. ~otor cars used solely· for the purpose of 

busIness .. . ... ... 15 
. Indigenous Bugarcane . ~rushers (Kolhus or 

Belans) ... ... ..,' 15 
Motor taxis, motor lorries and motor buses... 20 

* The depreciation rate/j of sotrle very- important items have 
been ~iven,· . 
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Electrical Yachinery

(a) Batteries 

(6) Other electrical machinery, including 
electrical generators, motors (other 
than tramway motors), switchgear and 
instruments, transformers and other 
stationary plant. and wiring and 
fittings of electric· light and fan 
installations ... . .. 

15 

4. Cinema recording, reproducin~ equipment, 
Developing machine, Printing, Editmg machine 
Synchronisers, Studio lights etc. ... ... 15 

67 

Rule 9. For the purpose of obtaining an allowance for depre
ciation under provis9 (a) to section 10 (2) (vi) of the Act, the 
assessee shall furnish particulars to the Income-tax Officer in the 
following form:-

,f CD • tD ., "';1rC; s f~~"g 
I 

.c '" = -5 =3 ... C o .2 [;:: .,"* a ... :c a: 0._ 
~.C: btI-';; ~ ~"j .!:f.£! Ci! IIl"C t>/) [;:: ., - .. = f ., .... ~ .;..ca: I7J .Qc..c rIJ ! -:I .;: S ... o »0 .E";: = :I :1_ ",.s .Q .. .§Ci! ~ ~c.Q"'1:).g°o 0 "'''' j f orr] .. :I ... =.Q .- o""d 0 m .... • 
_c :I§= ·CI ].~~_ ~~ !.5~ 005 ·~·.;z5 ~.z j;l, "':e c :,c'P4 g.~ gj ~ Q. ~ ~ ..0 ;; 
cE5 ~ f.." "' [;::0 -=. s.. ""- c>;~ .. bLI~ m j;l,a:e m ~ ~ :. t~:E s:a 0 '" 0" Co> .... ., C C!) a"'Oa; c""EtIo.5-I .- = <1>01> -m iii .... - -; --2 2 0 - I> ·:::0 .Q o -"l c..c 
-5 ~ c S::1j;l, .... co :I.s- c.c:;.." ..... :.. .." .. 

'SA .,; .~ ~~ ~ $<3 gs fo .= - .- ., c e ~E .;: 8»'= ~j;l, 2 OllSm =.co;;".=cn "' ~ 0 ~ ll.. ~ ----- ---
I 1A 2 3 4 5 

---
I 
i 

I declare that to the best of my information 
. aud belief the buildings, machinery, plant and furniture described 
in column 1 of the above statement were the property of 
. during the year ended and ·that the 
particulars entered in the statement are correct and complete; 

Place Signature 

Date Designation 
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Note:-

(1) The assessee has to keep an account of the original 
cost (original cost to the person who is being actually 
assessed and not to the previous owner of the business) of 
the buildings, plant, etc., and also actual allowances 
granted each year for depreciation. 

(2) Property depreciated must belong to the assessee. 
(3) Property must be used for business. 
(4) Property must come under the list in rule 8. 
(5) Original cost includes cost of freight, pay of 

engineering staff, who erect the machinery and all such 
expenditure up to the point of actually starting work. 

(6} The rates of depreciation allowance fixed in rule 8 
are fixed rates for the whole of India. Depreciation at 
those rates must be allowed each year when there are 
sufficient profits, and only the excess of the depreciation 
allowance over profits can be carried forward from year 
to year until absorbed, and this practice'must be followed 
whether the depreciation allowance is adjusted in the 
accounts of the assessee or not and irrespective of the 
amount shown in the accounts. It is for this reason that 
in the form of returns 0'£ income prescribed in rules 18 and· 
19 any amounts entered in the accounts of an assessee for 
the depreciation of any of the assets of the business must 
be written back as the amount allowed for income-tax 
purposes is the amount prescribed in the rules and not the 
amount entered in the books of the assessee. 

Where an assessee owns more businesses than one, any 
part of . the depreciation allowance in respect of one 
business,. that cannot be set off against the profits of the 
same business, owing to the profits in question being 
insuffic~ent, shall lie set off, .if possible, against the profits 
lor the same year of any other business or businesses owned 
by the assessee. Any amount of depreciation that cannot 
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be set off againsf the assessee's business profits for the 
same year, whether he owns one business or more, shall be 
set off under section 24 against his income, profits or gains 
under any other head in that year. Any part of the 
depreciation allowance due to an assessee that cannot 6e 
set off against his income, profits or gains under all heads 
lor the year in question, shall be carried forward to the 
ne.x.t gear under proviso (b) to sub-section (2)(vi) of 
section 10 of the Act. The assessee should not be allowed 
the option of either setting off unabsorbed depreciation 
allowance against the profits of any other business or 
against other heads of income, profits or gains on the one 
hand or carrying it forward on the other. 

Section to(2) (yii). 

Obsolescence allowance is only in respect of plant and 
machinery. 

If a machinery is obsolete the firm will write off the 
residual value of the machinery in the profit and loss 
account. But for income-tax purposes the amount which 
will be allowed as debit in the profit and loss account will 
be found out in the following manner :-

Original cost of the machinery to the assessee 

Less total depreciation allowance 

Less scrap value realised 

lliultration: 

A machinery cust Rs. 650. After full 3 years of use it became 
obllUlete and was sold off for Rs. 135. Depreciation was allowed 
at 10% each year. What amount will be allowed as obsolescence? 

Original cost to the asS('ssee Rs. 650 

Less depreciation (65 x 3) Rs. 195 

l.ess scrap value ... B.s. 135 Rs. 3:30 

ObsolellCt'nce allowance B.a. 32U 
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Items Allowed in'the P & LA/c:-

. (1) Where depreciation allowance is not asked for, 
the cost of replacement should be allowed in the year in 
which a furniture is replaced. 

(2) Debenture interest. 
(3) Deduction in the profit and loss account should be 

allowed in respect of any sums paid on account of land 
revenue, local rateS, cess or munIcipal taxes in respect of 
such part of the premises as is used in business. . 

(4) Obsolescence allowance. 
(5) Depreciation according to scheduled rates. 

- (6) Irrecoverable lo~ns. 
(7) Pension to ex-employees. 
(8) Reasonable bonus or commission to employee. 
(9) Interest on borrowed capital. 

(10) Provident Fund' allowances (see page 51). 

Items Not Allowed in the P & LA/c:-

(1) Premium received by a company on shares. 
(2) Cost of issuing shares. 
(3) Reserve for bad debts or for any fund. 
(4) Charities and presents. 
(5) Cost of additions, alterations, extensions, 

improvements, etc. 
(6) Income-tax and super-tax. 
(7) Drawings or salaries to proprietors. 
(8) Interest on partners' capitals. 
(9) Private or personal expenses. 

(10) Losses sustained:in previous years. 
(11) Any loss recoverable under an insurance. 
(12) . Legal charges except in realisation of bad debts, 

etc. 
(13) Commission to under-writers. 
(~4) Ex-partners' pensions. 
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In the Pondicherry case it was stated by Lord Macmillan that 
.. a payment out of profits and conditional on profits being earned 
cannot accurately be described as an expenditure incurred to earn 
profits." 

In the Indian Radio and Cable Communications Co. Ltd. "'. 
Commissioner of Income-tax, Bombay, it has been decided by the 
Judicial Committee that a payment which is made out of p~ofits 
and conditional on profits being earned may Iet be expendIture 
incurred for earning such profits and 80 allowable. The real i~sue 
is whether the expense was for earning profits. If according to 
an agreement a manager is paid 5 per cent on the net profits of 
the year this 5 per cent should be allowed as a business expenditure. 

" Business-Allowance in respect of borrowed- capital. S:ction 
10(2)(iii). The allowance under this clause can only be given 
where payment of the interest is not in any way dependent on the 
earning of the profits. It cannot be allowed, therefore, in respect 
of any borrowing the interest on which is not payable unless 
profits are earned or the interest on which varies according to the 
amount of the profits earned. In all cases it will be a question of 
fact whether the payment of interest is or is not actually dependent 
on the earning of the profits." (LT.M.) 

In the Tata ffydro Electric Agency's case the Judicial 
ComlDittee pointed out the_ distinction between: 

(1) payment of a share out of profits, i.e., if profits do not 
arise no payment shall be made; and 

(2) payment of a share out of income where this payment 
is a dead ch~rge against profit and loss account (i.e., 
this payment is independent of the assessee's making 
any- profit or not) in order to arrive at the profits. 

In Madura Hindu Permanent Fund, Ltd. 11. C.LT., Madras, 
the assessee company advanced loans to members and paid 
guaranteed interest to subscribers. The fund claimed deduction 
under section lO(2)(ix). The deduction was allowed. The 
guaranteed interest was interest earned by the fund and not a 
return of a surplus arising from an over-estimate. (Style's case 
did not apply-eee Life Insurance chapter). 

In the Anglo Persian Oil Company (India) Ltd. case, it was 
decided that the sum paid by the company as compensation for 
1088 of agency whereby the company relieved itself of further 
annual payments of commission l'hargeable to revenue account 
should be allowed in the revenue account. 

Section tt (1). 

Tax shall be paid by an assessee under the head 
.. profession" in respect of the profits of any profession 
or vocation followed by him. 
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Section 11 (2). 

Expenses solely incurred for earning this income 
shall be allowed. Personal expenses are not deductible, 
neither expenses of capital nature. An allowance should 
be made in respect of depreciation of building, machinery, 
apparatus, appliances, plant, furniture and uther capital 
assets used. in a profession. The term "capital assets" 
will include books purchased for profession. The term 
" profession" refers to legal profession, engineering 
profession, medical profession, accountants and auditors' 
profession, etc. An allowance for obsolescence is also 
admitted in respect of machinery, apparatus, appliances, 
plant~ furniture, etc. To claim obsolescence the assessee 
will have to show that the assets belong to the assessee and 
that the assets are solely used for the profession. 

The conditions regarding the calculation of deprecia
tion in respect of " business " are the same in "prpfession" 
also. 

Sectio~ 11 (3). Professional fees received in any 
part of India by a person ordinarily resident in British 
India shall be deemed to be profits or gains in section 
4(1). 

Section 12. 
Tax shall be paid by an assessee under the head "other 

sources" in respect of profits of every kind which does not 
come within the scope of the .other heads of income, e.g., 

(1) Interest on bank deposit. 
(2) Rent from sub-letting. 
(3) Examinatiqn fees from colleges and universities. 
(4) Income from royalties. 
(5) Income from dividend of a company. 
(6) Income of a Zamindar which does not come 

under agricultural income, 
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Zamindari income (except what is covered by agri
cultural income) will be taxed under this section but 
deductions like land revenue payable (though adminis
trative difficulties will arise as to exactly what amount is 
paid by way of land revenue with respect to that particular 
subj eet), collection charges and other expenditure incurred 
solely for the purpofe of earning that income should be 
allowed in ccmputing the taxable income. 

In Raja Jyotiprasad Sinha's case it was decided that 
the owner of a coal-mine who receives royalty .on coal is 
lIot a person earning profits from business but making an 
income from .. other Eources." Hence road cess and 
public works cess are not allowable deduction from rents 
and royalties. 

(7) Annuity granted under a will. 

(8) Yield from Treasury bills. 

Note:-
Expenses solely incurred for earning this income 

shall he deductible from the income. Personal expenses 
are not deductible, neither expenses of capital nature. 

Section 13. 

Income, profits and gains shall be computed in 
accordance with the method of accounting regularly 
employed by the assessee. 

If no method is regularly employed or if the method 
does not enable the Income-tax Officer to arrive at a 
l'Orreet est:mate of the profits then the Income-tax Officer 
may determine .the basis on which computation should be 
made. 

Under this section assessments may be made on a.n 
. IJssumed flat rate of profits 011 the turnover. The basis of 
flat rate will be determined by the Income-tax Officer with 
reference to the convention and practice in similar trades. 

f.10 
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The flat rate which may be assumed does not raise any 
question of law. (Asgar Ali and Mchammad Ali v. C.LT., 
u.P.) 

Every assessee should:·maintain accounts with a view 
to show, at the end of the year, the actual income made by 
him, so that on production 9f his yearly revenue account, 
the LT.O. can base his assessment on it. If the asse!2see 

, fails to keep accounts or fails to keep accounts in a way 
which will give the correct profit at the end of the year he 
can have no complaints against the I.T.O. for the latter's 
making an estimate. . The I. T . O. will make his estimate 
on the data available with utmost judiciousness. 

The accounts presented by the as:essee should prima 
facie be taken as correct. When fraud is detected or 
doubts arise in the mind of the I. T. 0:, he can choose his 
own method of computation. It must be remembered by the 
LT.O. that he is in the role of a-Judicial officer and 
complicated accounts is no ground for rejection of 
accounts. Str~ctly regular accounts are not always 
possible in the case of ordinary traders. (Duni Chand 
Dhani. Ram v. C.LT., Punjab.) . 

Mere omission to maintain a profit and loss account_ 
and a stock book would not necessarily imply that the 
method is other than Mercanble system of accounting. 
Computation of profits under the proviw to section 13 is a 
matter entirely within the discretion of the 1.'1'.0. and 
unless it can be shown that such discretion has been 
. illegally and arbitrarily exercised no point of law can 
possibly arise. (Feroze Shah 11. C.LT., Punjab, 1930.) 

In the case of Shiva Prashad Gupta 1'. C.LT., U.P., 1929, it 
was held that the powers of tIle Income-tax Officer under section la 
were not arbitrary . 

.. In G.LT., Madras v. Subramaniam Chettiar, 1927, it was 
pointed out that an assessee may adopt either Mercantile system 
or ·cash system but he cannot use Mercantile system for the purpose 
of keeping books of accounts and cash system for the purpose of 
incollle-t.ax !If!sess!llen~. . 
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In The Ahmedabad New Cotton Mills '11. C.LT., Bombay, 1928, 
the a!l8e8llee submitted his return in which he undervalued both 
his opening and closing stock. A revaluation of the closing stock 
was ordered by the LT.O. but he would not allow a similar revalua
tion of the opening IItock as was naturally insisted upon by the 
assellsee. The High Court decided that there should be revalua
tion of both the items. 

In Chitnavis '11. C.LT., C.P. (l!J29) , it was decided that when 
interest shown in the accounts, which are kept on Mercantile 
system, remains un realised it cannot be taxed. 

In 8ahu JagIDandar Das '11. C.LT., U.P. (l935), uuder 
Mercantile 8ystem, interest was shown credited in the accounts 
but no part rt'alised. It was decided that it was 1I0t taxable. 

In Raja Dhakeshwar Prasad 't'. C.LT., Bihar (1936), Justice 
Agarwala observed" iu my view, therefore, there is no substance 
in the contention that unrealised interest is in no circumstances 
asst'ssable to Iucome-tax and that being the case the assessee was 
t'ntitled to take SUell interest into account in ascertaining the 
assessee's profits unless the method of accounting regularly employ
I'd by the a!l8essee is a method which ignores such interest." 

In this -connection it is very important to emphasise Lord 
Macmillan'lI IItah'ment in t.he ~aJ'bhanga Case (HI3'i), which runs 
'as follows:-

, .. A debtor who give!! hill creditor a Promissory Note for the 
Sum he owes can in DO st'Dse be said to pay his creditor; he merely 
gin II him 8 document or voucher of debt possessing certain legal 
attributes." ' 

In Sarupchand v. C.LT., Bombay (1936) it was decided that 
the COlllDliSllioner's "(JIltt'ntion that it is not open to a person to 
challge a method whi('h lIe has regularly t'lllployed for >,ome years 
was Dot correct and that there is nothinlr in !!t'ction 13 or the Act 
to preTent an aKllefiReI' from changing his method. . 

Note:-

AHHt'ssee ('aunot chunge hill Jllt'thod year to year but 
he IIhould be allowed to adopt a new regular method. 

Section 14 (1 ) . 

exempts inclusion of Hindu undlvided family income 
received by an individual member. . 

Section 14(2). 

is designed to avoid double taxation; hence tax shall 
not be payable by an assessee in respect of 

(a) dividend income 
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(b) Income from firms -or association of individuals 
where profits have already been taxed in the 
hands of· the 

(i) company 

(ii) firm or the association of individuals as such. 

Hungerford Investment Trust, Ltd., a company 
registered in England, held the entire ordinary sbare 

-capital in the Turner Morrison Co., Ltd., registered in 
India. The latter company paid dividends to the former 
on the shares held. -

The Turner Morrison Co., Ltd., was asse!;'sed on the 
profits barring a sum of Rs. 76,500 exempted under section 
4(1) of the Act. This stirn of Rs. 76,500 r.epreEented the 
income from its sterling invesments in U. K. and there
fore it could not be taxed. Hungerford Investment Trust, 
Ltd., received the dividend of the Turner Morrison Co.,. 
Ltd., which included income from sterling inve3tments of 
Rs. 76,500. So far as the assessment of Hungerford 
Trust was concerned its contention was that once the 
T. M. Co., Ltd., was taxed (no matter on how much) any 
amount of dividend received by the Hungerford from the 
T. M. Company will remain. outside- the scope of the tax. -
This decision was given by the Calcutta High Court rely
ing entirely on the wordings of the section 14(2) (a) which 
runs as follows;-

" The tax shall not be Ilay-aMe lly an a"st'ssee in l"t'spect of 
any sum which he receives by way (If dividt'nds as a shareholder 
in a company where the profits or gains of the company huvt' ht'en 
-assessed to incoIDt'-tax." 

The intention of the above section is quite clear, 'Diz., 
that there shall not be double taxation. Th aSEesEee took 
advantage of the rather loose wordings and the court also 

- had to lay stress on the wordings only and did not allow 
-its receipts Rs. 76,500 to be taxed. 
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Suppose ;the profit and loss account of T. M. Co., 
Ltd., is as follows:-

Receoipt side 

By agricultural income 

" interest on sterling investments (not 
brought into British India) 

" interest on rupee investmenl.s--(gross) 

" business profits 

.. taxed dividends-(gross) 

B.s. 
40,000 

70,000 

20,000 

15,000 

25,000 

Rs. 1,70,000 
From the above items of receipt, 

Agricultural income is exempt from tax Rs. 40,000 

Interest on sterling investments is exempt 
from tax ... Rs. 70,000 

The balance (Us. 60,000) will bear tax unless already 
I:orne. 

According to the Hungerford Investment Trust, Ltd., 
decision, as the above T. M. Co. has borne tax on 
Us. 60,OCO, the entire dividend of Rs. 1,70,000 which has 
been received by Hungerford, Ltd., will go without being 
taxed. 

Illudratioll : 

A Maharaja Ita .. a big t'state ill British India. He wants a 
luan of lU lal'~. Suppose be floais a company in England and 
i~t;ut's debentures ill U.K. on the fll'eurity of the e,.tate in British 
India and agreeing to pay the intprest on debenture in England. 

In this case the interest on debenture is not lia."hle to Indilllt 
incume-tax as it has not acc'rued in British India t.hough the pstatp 
is ill British India. 

Section 15. 
Tax shall not be payable in respect of Life Insurance 

payments up to 1/6 of the total income of the assessee. 
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Note:':"""" 

(1) Life Insurance premium payments and provident 
fund payments of the year together must not exceed 1/6. 

(2) The above payments will be taken out froin the 
total income which will include gross salary. 

Section 16. 

Determin~tion of total mcome:-

In the total income, shall be included 

(1) sums exempted under 7(1) provIso, 

(2) 
" " " 

8 second and third provisos, 

(3) 
" " " 

14(2), 
-

(4) 
" " " 

15, 

(5) sums of income-tax payable in respect of 14 (2)(a) , 

(6) so much of the income of a wife or minor child 
of· such individual as arises directly or indirectly: 

(a) from the membership of the wife in a firm of 
which her husband is a partner, 

(b) from the admission of the minor to the benefits 
of Pllrtnership in a firm of which such 
individual is a partner, 

(c) from assets transferred directly or indirectly to 
the wife by the husband otherwise than for 

. adequate consideration or in conneCtion 
with an agreeIIJ.ent to live apart, or 

(d) from assets transfer:red directly or indirectly 
. to the minor child, not· being a married 

daughter, by such individual, and 

(7) so much of the income of any association of 
ind-ividuals consisting of such individual and his wife as 
arises fr~m assets transferred to the association by such 
individual. 
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Section 17. 
" Restriction of income-tax where margin of income above a 

t'~rlain limit is small (section 17)-

(1) Section 17 ill dt'!lignell to remedy the anomaly which. 
previously l'xisted where an a88cSRee with. an income just 
in exce88 of one of the stages in the }'inance Act and 
tlu'refore liable to pay income-tax at a higher l'8te than 
if his income were just below that stage, found himself, after the 
payDlt'nt of the tax, worse off than he woultl have been, had his 
taxa},Je- incomtl heen htllow tbat Rtage. 

lllu,t7ution : 

The amounts of tax given III the illustrations helow .i~clud,· 
lIurcharge of 1/12: 

Income. Tax payable if section 'fax payable undei' 
17 had not heen pal\sf'd. section 17. 

ns. Rs. R,;. 

1,999 Nil Nil 

2.000 67 11 0 1 1) 0 

2,OU9 70 1 0 70 0 0 

4,999 169 4 0 169 4 0 

5,000 253 15 0 170 4 0 

(2) 'I'he original relief allowed .. under section 17 and the 
exemptions refel'l'ed to in section 7(1), proviso to section 8, and 
section 10(1) should not be regarded as alternatives.. The correct 
method of. working the two sections concurrently is as illustrated 
in the following example:-

(3) If a man's total income is Rs. 0,010 and he pa.ys Rs. 100 
1111 Insurance pre-mia, the tax he should pay is that on Rs. 4,999 
minull R.H. IOU (=Rs. 4,89!J) at six pies plut'! surcharge at half 
pie plus Rs. 11. . The tax payahle will be the same if his total 
income ill Rs. 5,010 of which Rs. 100 is derived from tax-free 
lIecuritieli or from an unregistered firm that has been assessed to 
income-tax, hut if .the Rs. 100 were derived from a registered 
firm, or from dividends the total tax 10 be suffered would he 
RI. 180-4-0 against· which credit would have to -be given for the 
tax indirectlr Imffered on the share of the finn's income or the 
dividend, R~. 14-11-0 110 that the nett Rum payable would he 
RII. 165-9-0. 

(4) The following points .. hould I.e horne in mind in applying 
~ection 17 where &-portion of the assessee's income is derived from 
an unregistered firm that has p.llid income-tax:--:: 

(i) Income-tax is not" payable" bv a partner in a firm on 
his Rhare of the firm's in('ome. . . 
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U'i) Relief is to be given to an assessee in respect. of the 
" income-tax payable by him." 

(il:':) Sel,!tion 17 is to be applied (a) " where necessary," tb) in 
order to " reduce" the tax and (c) so that. the result 
of an assessee's total income exceeding a sum after 
which the rate of tax rises, shall not be that the 
extra tax due to the rise in the rate is greater than 
the excess of the total income oYer the maximum sum 
liable to the lower rate. The section is not to be 
applied whel'e it is not necessary to do so, that is, 
wJlI~re the result of applying it would not be to 
reduce the tax. 

(5) For the purpose of calculating the tax payable by an 
assessee under section 17, surcharge imposed by the Indian Finance 
Act, 1935, should be calculated on the rate of tax applicable to 
the next lower stage of income and then to the amount of tax 80 ' 

arril"ed at should be added the amount bX which his total income 
exceeds the next lower stage without adding any surcharge on the 
latter amount. For example, the tax payable un an income .of 
Rs. 5,000 will be the tax payable 011 Rs. 4,999 at the rate of 6 pIes 
per rupee, t·iz., Rs. 156-4-0, plus sllr{'harge on this amount, viz., 
Rs. 13-0-0 plus the difference between Rs. 5.000 and 4,999, mz .. 
Re. 1. Surcharge will not be {'alculated on the whole amount of 
tax, viz., Rs. 157-4-0 but only on Rs. 156-4-0." (LT.M.). 

Section fS. 

Every employer, private or Government, is obliged to 
deduct income-tax from his employees' salary (provided 
the income is assessable) and from interest on securities 
paid to the holders of securitieS". 

Super-ta.x shall not be deducted at fouree .. 

Note:-

Deduction at source refers to sources, e.g., salary 
,and interest on securities, etc. 

Taxation at source refers to aSfessees, e.g., Firms. 
Companies which deduct tax before handing over to 
individual recipients. 

Sectionf9. 

Where Income-tax. has not been deducted at source 
the tax shall be paid direct. 
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Section i9A .. 

The principal officer of every Company shall, on or 
before 15th June, furnish the Income-tax authorities in a 
prescribed manner the names, addresses and amounts of 
dividends paid during the preceding ~'ear: 

Penalty for not furnishing-Section 51. 

Penalty for furnishing false return-Section 177, 
,LP.C. 

Section 20. 

The Principal officer of every Company shall supply 
every persoll receiving a dividend a certificate to the effect 
that th.e Company has paid or will pay Income-tax on the 
profits distributed. 

Penalty for not supplying-Section 51. 

This certificate is essential for claiming refund by 
a shareholder. 

Section 20A. 

The person responsible for paying interest (not being 
interest on securities) shall supply the authorities wIth a 
Return in case the aggregate interest exceeds Rs. 1000. 

Section 21. 

Every employer, private, Governmental or otherwise 
shall supply by 30th April a Return to the Income-tax 
Department showing-

(a) name, address, etc., of every person chargeable 
under the head "Salaries." 

(b) the amount of the income so received by each 
such person and the time of payment. 

(c) the amount of income-tax deducted from each. 
Penalty for not tmpplying-Section 51, 

f. II 
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Rule 17, The return to be delivered to the Income
tax Officer under section 21 of the Act shall be in the 
following form :--'-

I 
~ 
'" ::: 
:::, 

I 0 -a 
I E I 

I 
.; '" u .... 
= 0 

I 

OJ ~ 'tl 
'iii B 

OJ .. .. ::: .... 
ci 0 ... 

..: 0 III 
0 

'" ~ Ul ~ 

.0 III = '" .. '" = Po 'tl § ::f .... ~ ::: 0 ::: .. '" .. '0 
't:: e "' Po 

'" 
01 0 Po 

en Z Poe < 

I certify that the above statement contains a complete 
list of the total amounts paid by to all persons 
who were receiving income on the 31st day of March 19 
at the rate of Rs, 2,000 per annum, or have received dur
~ng the year ended on that day not less than Rs. 2,000 in 
respect of salary, wages, annuity, penSIOn, gratuity, fees, 
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l'OmmlssIOlls. perquisites, or profits in lieu of or in addi
tion to salary or wages, and that all the particulars ~tateU 
are correct. 

Signature of pel'son by whom 
t71e ,'eturn is deli-opred. 

Section 22. 

22(1). Company to supply a Return. 
The principal officer of every company shall supply 

011 or before 15th June, a return of the total income of 
the company during the previous year. 

Rille 18 (1) The return of total income of companies 
J'equired under section 2"2(1) shall be in the following form 
jllld shall be accompanied by a copy of the profit and loss 
account referred to therein:-

Total income oj the company. 
Income, profits, or gains as per profit and loss account for the 

year ended 19 .., 

.ldd-Any amount dehited in the accounts inrt'I!)Iect of
I. Reliterve for 1)ad debt" 
2. Sums carried to reserve for provident or other fuud" 
a. Expenditure of the nature of charity or presents 
4. };xIlt'nditure of the nature of capital . 
5. Income-tax or Super-tax 
6. Rent.al value of property owned all(l oC'cupied 
7. COllt of additions to, or alteration, ext.ellsiolls, impl'ovP

mentll of, any of the assetR of the hu~illeSfl . 
R. Intert'tlt 011 rt'Pler\'e or other funds 
9. J.OIlIlt'fI flllfltained in former yearl! 

HI. J'Oflllefl rf'(~ovf'rahll' undf'r an in",uJ"aJl('e or eoutl'act of 
itlemnity 

11. l>f'preciatiou of any of the assets (If t.he company . 
12. EXpenflf'8 not iueurred !lolely for the purpose of 

f'aruing the profits 

TOTAL Rs. 
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Deduo~Any profits, or income included in the accounts on 
account of-
(a) Interest (net amount) on securities taxed at source . 
(b) Interest ~n securities tax-free . 
(0) Dividends (net amount) from companies taxed ill 

British India . . . . . 
*(d) Other items already taxe(l at source (specify details) . 

BALANCE Rs. 

If the company owns any property not occupied for 
the purposes of the business a statement in the form pre
scribed in Schedule A to rule 19 should be attached with 
particulars of. the credit and debit on account of such 

. property entered in. the accoun'ts. 

Declamtion. 
I, the [Secretary, 

etc., (see section 2 (12)_of the Act] of the 
(name of Company) decla re 

that the information against each head in this return is 
correctly given as shown in the books of the Company as 
also in the accounts which have been duly audited by the 
auditors of the company and which had been adopted by 
the shareholders of the Company. 

Dated i9 

(Signature) 

(Designation) 

(2) The company shall also attach to the return a 
statement showing the sums charged in the accounts under 
the provisions of section 58-K(2). . 

22(2). Income-tax Officer to serve a notice on any~ 
hody requiring him to supply a R'eturn. 

In case of anybody other than a Company if the 
Income-tax Ofi1cer thinks he is chargeable to income-tax, 

*~OTE.-If any other deduction is to he claimed, please gin· 
particulars thereof in a sE'parate letter to he forwarded with the 
return. 
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he shall serve a notice requiring him to supply a Return 
in the prescribed form within the time given (not less than 
30 days). 

Person carrying cn businesses at different centres :-
Separate notices under section 22(2) asking for 

separate Returns for -each branch are not 
required. (Lachman Prasad Babu Ram, 
Al1ahabad. 1930.) 

22(3). Revised Return allowed. 

If any person has not furnished a Return within the 
time allowed or in case of any omission or error a revised 
Return can he submitted any time before the assessment is 
made. 

2"2(4). Income-tax Officer can ask accounts to be 
produced. 

The Income-tax Officer can ask anybody specified 
under section 22(1) and 22(2) to produce on a fixed date 
such ~c('ounts or documents as the Income-tax Officer re
quires. but eannot enforce production of accounts relating 
to a period more than 3 years prior to the previous year. 

Note:-
(1) Failing to satisfy section 22 win be penalised by 

section al. 
(2) A notice can be issued under section 22(4) at any 

stage. 
(3) In 1937-38 assessment, accounts can be summoned 

for the years ended 31st March, 1936, 1935, 1934; but 
(4) Documents of any time can be called, 
In the (,8se Gopi Xath Xaik v. C.I.T. of U.P., it was dt'cided 

lhat oht'r 8 noti('t." undl'r tll'dion U(2) has bl'en issul'd the I.T.O. 
c'annot mllke private t'nquirit.":1 as the proceedings arl' of a judicial 
natllrl'. Sulaiman C .. J. lind Xiomatullah .J. hl'ld that the pro
('Pt'ding" \\'t'rl' govt'rnt'd by thl' Indian :Evidl'nce .Act and Bajpai 
.T. disagrpl'd. III vit'w of tIlt' clerision private t'nquiril's are 
inadmissible. 
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Section 23. 

23 (1) . Assess, if return is correct. 

If the Return made is correct the Income-tax Officer 
~hall al"sess the total amount and determine the tax 
payable. 

In Rajendra Nath Mukherjee v. C.I.T., Bengal, 
1~34, case, it was decided that there was no express provi
sion limiting the time within which assessment must be 
made. 

23(2). If incorrect, the assessee to attend or to show 
evidence. 

If I. T. O. thinks the Return to be incorrect he :::;hall 
serve on the person who made the Return a notice requir
ing him to attend or show evidence in support of his 
return. 

23(3). After evidence, assess. 

After hearing the evidence the Income-t.ax Ufficer 
sha II assess by an order in writing. 

23(4). Best 'judgment assessment. 

When any Company or any person fails to make a 
Return or fails to produce books and documents or fail!,; 
to show evidence in support of his Return, the Income-tax 
Officer shall make the assessment to the best of his 
judgment. 

Note::-
(1) This assessment is resorted to in ~ases of default 

uIIder sections 22(1), (2), (4) and 23(2). 
(2) In case of. above failure, !;nch assessment is 

obligatory. 
(3) There is no appeal against suchan assessment. 

Assessee can only invoke section 27, viz., for cancellation 
by the Income-tax Officer of such assessment. 
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Section ~3(4). Best judgment assessment. 
In Laxminarain Badridas's case (1937) their Lordships of 

the Privy Council have made certain oh~ervatio~s for general 
g"uidanl'e in the applil'ation of section 2:l( 4) .. The duties of au 
J IlI'()UJe-tax Oflic!'r have been laid clown in this judgment in the 
following: -

" He must not act dishonestly or vindictively or capriciously 
hl'l'UlIse he mUKt t'xercitle judgment in the matter. He must make 
what he honestly believes to be a fair -estimate of the proper figure 
of a!lKeilsment ancI for this purpose he must, their Lordships think, 
he ahIe to take into consideration local knowledge and repute in 
regard to the assessee's circumstances and his own knowledge of 
p,·eviolU! return,; by, and aHleRsments of, the assessee and all other 
JIIatt!'r/! whieb he think:-! will assist him in arriving at a fair anll 
1"·lIp!'r estimate; and though there must necessarily be guess-work 
ill tht' matt!'r, it must be honest guess-work. In that case too, the 
8i1!"leRlnuent lIlUKt he to sOllie extent arbitrary. Their LorlLships 
think that the section places the officer in the"position of a person 
whose decision all to amount is final and subject to no appeal but 
whose deeision if it can he sllOwnto have been arrived at witllOut 
an honest exeroise of judgment may be revised or reviewed by the 
('''llIl1lissioner under the powers confE-rred upon tllat offir.ial 11:--· 
sedion 33." 

In Jot Ram Sher Singh v. C.LT., U.P. (1934), the Allahabad 
High Court observed:-

" ]'hat it should be borne in mind that an assessment under 
sel"lion 23(4) !!hould not he influenced by a desire to punish the 
IIsseRsee for non-compliance with a notice under section 22 or 23, 
however eulpable such non-compliance may he. To furnish tilt· 
8!lReSSee hy a so-called best. jjudgment assessment is wholly Ull

warranted. " 

If an aSRessment has been made under section 23(4), 
whi(~h, by the way, is obligatory in case of non-compliance 
by the assessee of sections 22(1), 22(2), 22(4) and 23(2), the 
nRReSRment will stand unless the assessee succeeds in 
satisfying the officer that: 

(1) he was prevented by sufficient cause from mak
ing the return under section 22, or 

(2) he did not receive the notice issued under sec
tion 22(4) or 23(2), or 

(3) he had not a reasonable opportunity to comply 
with the terms of notices under sections 22 ( 4) 
and 23(2), Of 
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(4) was prevented by sufficient cause from comply
ing with the terms of notices under sections 
22(4) and 23(2). 

It is perfectly true that the question whether the 
assessee was prevented by sufficient cause or not is always 
a. question of fact. But in a recent case (Rajmani Devi's 
case, 1937). the Allahabad High Court has held that it may 
as well be a question of law in different circumstances, 
'lJiz., where the notice under section 23(2) was illegal the 
non-compliance with which resulted in an assessment 
under section 23 ( 4) . If the notice is illegal, the assessee 
can stand on it to prove " sufficient cause." The above 
Rajmani Devi's case is very.important as it curtails the 
pqwers of the Income-tax Officer considerably. The Allaha
bad High Court has, held that in section 23(2) the choice is 
with the assessee and not with the Income-tax Officer to 
decide whether he should attend the office or prod~ce 

evidence. Hence in serving notice under section 23(2) if 
the Income-tax Officer does not give the assessee this choice 
the notice will be illegal. This view is very reasonable
the assessee knows best how to support his return .most 
effectively. 

In the case of Lucknow Sugar ""orks (1935), I.T.O. served 
a notice under section 22 on the limited Company. The Company 
having failed to comply, a best judgment assessment was made on 
an estimated income of Rs. 40,000. The Company was subse
quently wound up and the Oftici~l Receiver disputed the 1.'1'.U.'8 
claim. Justice Srivastava held that the I.T.O.'s assessment was 
binding, but the Official Receiver was entitled to call upon the 
1. T .0. to prove to the winding up court that the debt was valid. 
So far as the actual assessment was concerned, Justice Srivastava 
held: "These accounts show that the Company did not make 
any profit during the year. On the contrar,\" it suffered a loss of 
Ril. 3,54,234-1-2. Under the circumstances the assessment is 
dearly unjustified and I am not prepared to treat the d~bt as valid 
or lJroperly biI).ding on the Company, The result is that I dii'l
allow the claim." 

The Calcutta High Court in Keshardeo Chamaria's 
(1935) case made very important observations on .. Best 



SECTION 23 89 

Judgment assessment." According to this decision the 
following are the only questions that can be raised in an 
appeal against a decision under section 27 arising out of an 
assessmen~ under section 23(4). 

These are:-

Whether (1) the assessee was prevented by sufficient 
cause from making the return required by Eection 22; or 
whether (2) he received a notice issued under section 22(4) 
or 23(2) ; or whether (3) he had a reasonable opportunity to 
comply w~th the terms of the notices; or whether (4) he 
was prevented by sufficient cause from complying with the 
terms of the notices and that all these being questions of 
fact there can be no reference under Eection 66(2) or (3) 
from an order under section 23(4) or an appellate order 
under section 27. 

Valid Return:-
The Return must be properly filled in. If the Return 

ill not signed or if the Return. contained the words 
"approximately:' '.' roughly," "about" or such other 
expressions, the Return would be invalid. 

If the Return is duly signed but income from all the 
sources have not been given it may still be a valid Return 
but incomplete Return. 

If an Assessee deliberately fails to comply with the 
requirements of a Return it is invalid. 

A Return must be verified either Qy the Assessee him
self or by his duly authorised agent or representative. A 
Return should be made by 

(1) a partner of a firm, 

(2) the principal officer of a Company. 

(3) the Karta of the H.U.F. 
F. t~ 
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Section 22(4). 
(1) Is a notice for a specific thing, viz., Accounts 

or documents. 

(2) It can be issued at any stage (after .22(2) has 
been served). 

(3) It is optional by law though by practice it has 
become necessary (para. 88, I.T.M.). 

(4) Non-compliance of this notice will mean a 
prosecution under section 51. 

(5) "Or" in " Accounts or documents " has the 
force of " and." 

Section 23 (2). 
(1) It is of general nature, i;e., any evidence on 

which an assessee may rely in support of his 
return. 

(2) It ,pre-supposes a Return. 

(3) It is obligatory by law if 1. T. O. thinks the 
Return to be incorrect or incomplete. 

Any assessment will be illegal if assessee is not . 
allowed this opportunity in case 1.T.O. has 
any objection to the Return. 

(4) In the above, the points of objection need not 
be specified by I. T. O. 

(5) Income-tax Officer cannot ask for both assessee's 
attendance and production of evidence. 

(6) It is a very definite and necessary step for 
correcting and substituting a Return. 

(7) Non-compliance of this notice will not mean 
prosecution but assessment under section 
23(4). 



Section 22. 

Order in which Income-Tax Officer works up to the actual assessment. 

{ Invalid } <) () J Notioe under 2:! (4) Assess under _3 4 

(Return 

I 
{ 30 d.y. I 

... I I Valid. 
l.1 If neoessary for verification notioe 

'under seotions 22(4) and 23(2) 
} Assess under 23 (3) 

l No return { Notice under 22 (4) } Assess under 23(4) 

Settion22(4). Production of aooounts or doouments (if generally oomidered nE:oessary). 

{ 
Produotion of eVidenCe} 

Section 23(2). or if return is considered incomplete. 
Personal aM.enianoe 



INCOME-TAX LA'W AND ACCOUNTS 

Section 23A. 
It has been noticed that firms, compames or other 

associations of individuals carrying on any business are 
sometimes formed for the purpose of evading or reducing 
their liability to tax. This section with all its elaborate 
clauses is designed to bring within it such firms~ companies, 
etc. In such a case the firms, companies and other asso
ciation of individuals will not be taxed as such, but each 
member of the firm or association or company shall be 
taxed by determining the share of each member. 

Sub!section (1) deals with firms and associations of 
individuals (except Hindu undivided family) and states 
that before they are brought within this section two con
ditions must be satisfied that 

(a) it is under the control of one member thereof, 
(b) it has been formed for the purpo~e of evading 

or reducing the liability of any member to 
tax. 

Sub-section (2) deals with companies and states that 
before a company can be brought within this section the 
following conditions must be satisfied-

(a) It is under the control of not more than 5 of 
its members. 

(b) Its profits and gains are allowed to accumulate 
beyond its reasonable needs. 

(c) The accumulation or failure to distribute is for 
the purpose of evading tax on profits accumu-' 
lated or not distributed. 

(d) It is not a subsidiary company or one in which 
the public are substantially interested. 

In spite of the elaborate provisions in this section Sir 
David Yule's estate escaped a huge amount of tax by 
turning the undistributed profits of the large number of 
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companies into Debentures. This section requires more 
careful drafting,. so that such evasions can be stopped. 

In Harvey v. C.LT., Madras, 1935, the LT.O. contended that 
the Company's (Comorin Inve8hllent and Trading Co., Ltd.) 
profits were allowed to accumulate beyond its reasonable needs 
without being distributed among its members. The High Court 
held that the income-tax authoritiEs were entitled to come to the 
conclusion that there was, an intention to prevent the imposition of 
tax and to assess the shareholders under section 23A. 

Note:-
Super-tax on Companies is at a flat rate but on individuals at 

graduated rates. It may mean much greater advantage to break 
up a business into several companies and thus considerably reduce 
liability. 

Section 24 (1). 

A loss under one head of income may be charged 
against profits under another in the same year. 

(1) A has Rs. 2000 interest from securities and has 
incurred a loss from business in that year Rs. 3000. 1n 
this case his total income will be Rs.( -1000). Therefore 
he will not be taxed. Refund on Rs. 2000 at 26 pies 
must be given to A. 

(2) A firm has :-

(1) House Property (assessable 
(2) Interest from securities 
(3) Loss from business 

In this case, total income is Rs. 
This Rs. 1000 will be taxed. 

income) Rs. 3500 
Rs.4500 
&s.7000 

1000 (8000-7000). 

Hefund on Rs. 4500 at 26 pies must be given to the 
firlll. 

Section 24(2). 

A registered fil:m has 

Hom.e Property (assessable income) Rs. 3500 
Income from securities " 4500 
Loss from business " 9000 



INCOME-TAX LAW AND ACCOUNTS 

The total income is Rs. -1000 (8000-9000). 

Here the sub~section (2) gives a further concession 
and provides that the minus quantity can be utiliEed .in 
reducing the personal assessment. Thus the minus quan
tity can be divided by the' two equal partners and deducted 
from their personal income. 

If one of the partners has a separate income of 
Rs. 7000, his total income will be 

Rs. 7000 
Rs. 500 

Rs. 6500 to be taxed. 

In the same way, the other partner may also set off 
his loss against profits and gains on any other head; 

This advantage to the assessee cannot be nullified by 
contending that allowance for depreciation has resulted 
in a loss and that if a part of the allowance for deprecia
tion be carried forward next year, the loss may turn into 
a ,profit thus barring the application of section 24. 

In South Indian Industrials, Ltd. v. C.I.'r., Madras (1934), 
the Assessee Company carried on many businesses-tile works, 
eement works, rice mills, etc. It also held shares in other 
Companies carrying on similar business. In the particular year 
of assessment the company received large dividends from other 
companies and when the Income-tax Officer charge(l it to tax the 
assessee claimed to set off a large amount of loss alleged to have 
been incurred in the various businesses so long conducted by the 
assessee and which stopped working about 5 years ago. No trade 
was done in the year of account in those businesses in respect of 
which the set-off was claimed. The Income-tax Officer contended 
that the assessee was not entitled to set off against dividends 
losses in business which ceased to be carried on. The assessee 
contended that so long as those businesses were not officially 
wound up, they would be supposed to be carried on. 

The High Court decided that the assessee company was not 
entitled to set off the losses claimed. 

In Arunachalam Chettiar v. C.I. T., Madras, 1924, the assessee 
carried on one business individuallv and the other as a member of 
an unregistered firm. It was decided that he was entitled to set 
off the loss incurred by him in respect of partnership against 
profits thade by him in his individual business. 
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Section 24A (1) & (2). 
In case of departure of a person out of British India 

without any intention of returning to India, the 1.'1'.0. 
may serve a notice on him requiring him to furnish a return 
under section 2'2(2) and assess him during the financial year 
on the income of the period from the expiry of the last com
pleted previous year to the probable date of his departure. 

Section 24B (1), (2) & ·(3). 

In case of death of an assessee, his Executor, Admin
istrator or Legal Representative shall be liable to pay tax 
out of the estate of the deceased which would have been 
payable by him if he had not died. 

If the person dies before a notice under section 22(2) 
or 34 has been served upon him, the I.T.O. may proceed 
in the usual manner by serving notice on the legal repre
sentative; or 

if he dies after notice has been served on him but 
before furnishing the return or furnishing an incomplete 
or incorrect return, the I.T.O. may proceed in the usual 
manner against the legal representative. 

Section 25. 

This section deals with discontinued business, profes
sion, vocation, etc. Discontinuance means complete 
stoppage. 

Unqer the Act of 1918, tax at the rates fix~d for any 
year was imposed on the income of that year as the basic 
principle of taxation. The principle has now changed 
and now the basis is that tax is imposed for any parti
cular year on the income of the previous year. This 
("hange naturally leads to a difference in treatment with 
regard to businesses which were taxed under the Act of 
1918. Hence in case of 
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(1) business which never .came under the Income
tax Act 1918 when discontinued, aSEessment 
may be made in that very year on the pro
fits 'of that particular period EO as to avoid 
any delay in making asse3Sment of businesses 
that close down at any time of the year. 

[It is to be noted that this asseEsment is in addition to 
the usual aEsessment for any year on the profits of the 
prevIOus year. 

It is again to be noted that the assessment of the 
broken period on the profits of that period in that very 
year is not obligatory. It isa matter for dis·cretion. 

Assessment for 1922-23 will tax profits of year ending 
December 1921. If the business is discontinued on 30th 
September, 1922, then profits of 9 months ending 30th 
September, '1922, will be taxed in 1923-24.] 

(2) business which came "\lnder the Income-tax Act, 
1918, when discontinued no tax is payable 
for this broken period for the obvious reason 
that one year in the entire life of such a 
business must be left out as there has been 
twice taxation in the year when the basis of 
1918 Act changed into the basis of the" Pre
vious year" and further the business has 
the option of taking the profits of the broken 
period in place of the profits of the previous 
year. 

Illustration: 

Accounting year ends on 31st December. The busi
neES actually closes down on 30th September, 1922. 

Ordinarily the assessment of 1922-23 will include 
profits of 31st December, 1921, but in such a case, i.e., 
where the business was assessed under the Act 1918, the 
profits of 30th September I 1922, can be left out altogether 



SECTION 25 97 

from taxation. Further the assessee may choose if it is 
convenient to him to score out profits of 31st December, 
1921, and substitute in its place profits of 30th Septem
ber, 1922, in the assessment of 1922-23. 

This may mean a refund as assessment of 192"2-23 has 
already been made but refund shall be allowed. 

Note:-

Under section 25(1) and (2) only business, profession 
or vocation can be included. Companies assessable under 
section 12 cannot fall under this section. 

Section 25(2). 
Any person discontinuing any such business, profes

sion or vocation shall give I.T.O. notice of such 
discontinuance within 15 days thereof. 

Penalty equal to tax for -the broken period. 

FORM C. 
Form of appeal against an order under section 25(2). 

To 

The Assistant Commissioner of Income-tax. 

The 

The petition of 

day of 

of 

District sheweth as follows:-

1. Under section 25(2) of 
Act, 1922, a penalty of Rs. 
your petitioner. The notice of 
was !'erved upon him on 

19 

post office, 

the Indian Income-tax 
has been impo:ed on 

demand attached hereto 

2. Your petitioner was prevented by sufficient cause 
as more particularly explained below from giving notice 
within the time prescribed by section 25(2) to the Income
tax Officer of the discontinuance of his business, profession 
or vocation. 

f. 1& 
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3. Your petitioner therefore requests that the order 
of the Incomectax Officer imposing a penalty of Rs. 
upon your petitioner may be set aside. 

Signed 

STATEMENT OF FACTS 

Form of verification. 

I, , the petitioner, named in 

the above .petition, do declare that what i.." stated therein 
and in the above statement of facts is true to the best of 
my inforJllatiol1 and belief. 

Signed 

Section 25A. 
Assessment after partition of a· Hindu undivided 

family. 

(1) Where at the time of making an assessment under 
section 23 it is. claimed by or on behalf of any member of 
a Hindu family hitherto assessed as undivided that a 
partition has taken place among the rhembers of such :t 

family, the Income-tax Officer shall make such inquiry. 
thereinto as he may think fit, and if he is satisfied that a 
separation Of the members of the family has taken place 
and that the joint family property has been partitioned 
among the various members or groups of members in 
definite portions he shall record an order to that effect: 

Provided that no such order shall be recorded until 
notices of the inquiry have been served on all the members 
of the family. 

(2) Where such an order has been passed, the Income
tax Officer shall make an aesessment of the total income 
received by or on behalf of the joint family as such as If 
no separation or partition had taken place, and each 
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member or group of members shall in addition to any 
income-tax for which he or it may be separately liable 
and notwithstanding anything eontained in syb-section 
(J) of section 14, be liable for a share of the tax on the 
inc'ollle so assessed according to the portion of the joint 
family property allotted to him or it and the Income-tax 
Officer shall make assessments accordingly on the various 
members and groups of members in accordance with the 
provisions of section 23 : 

Provided that all the separated members and groups 
of members shall be liable jointly and severally for the 
tax a~sessed on the total income received by or on behalf of 
the joint family as such. 

(3) 'Where such an order has not been passed in re
spect of a Hindu family hitherto assessed as undivided, 
such family shall be deemed, for the purposes of this Act, 
to continue to be a Hindu undivided family. 

Note the words 

(1) "Hindu family hitherto assessed as undivided 
" 

(2) "Joint family property has been partitioned" 
(3) "in definite portions." 

In Mittarchand Lakhmidasv. Commissioner of 
Income-tax, . Punjab (1937), the Lahore High Court held 
that this section applied only to those cases where the 
question involved was merely a case of disruption of a 
Hindu undivided family (as· distinct from disruption 
followed by conversion into a company in which CaEe 
section 26 will apply). 

Note:-
This section will apply only if a member of a H.U.F. 

claims that it has become divided and there is no conti
vuance .of the business. 
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In Ganga Sagar .Ananda Mohan Saba 'v. Commissioner of 
Income-tax, .Bengal, Q joint Hindu family (DayabhaO'a law) co~
sisting of 4 brothers had a business. After their death, the mam 
business was carried on and their heirs established separate busi
nesses of their own and also maintained separate establishments 
for about 15 years. It was decided that taking all the circum
stances into account the joint family ceased to exist and the main 
business was assessable as an unregistered fum. 

- In Biradhmal Lodha 'V. Commissioner of Income-tax, U.P., it 
was decided that where there was no formal partition of the joint 
family and merely a division of a particular portion of the joint 
family property amonO' its members has taken place section 25A 
was not applicable. It was also decided that under section ~f>A 
it is not essential that there must be a divi"ion bv metes and 
bounds. • 

In Messrs Sher Singh Nathu Ram v. Commissioner of 
Income-tax, Punjab (1933), it was decided by High Court th,at 
25A did not require division by metes and bounds but, that, whIle 
a mere disruption of the family was not sufficient, there must also 
be, by consent or otherwise, a definite asce11ainment of the shares 
of the different members composing the family. 

In Ralu Mal Sheri Mal 'I'. Commissioner of Income-tax, 
Punjab, it lllay also happen that even' after disruption of joint 
family, the joint family business l'an be continued. The question 
lllUSt be decided by the circumstanl'es of eal'h case. As there was 
no disruption of busineRs. aRRPRsnu'nt aR Ruccessor under 
section 26 was valid. 

Section 26(1). Change in the constitution of a firm or 
where a new firm has been constituted. 

This section refers to the constitution of the firm at 
the time of asse~sment. That is, it will be assumed that 
the firm had been constituted throughout the previous year 
as at the time of assessment and that the partners at the 
time of assessment had recejved shares of profits propor
tionate to their shares at the time of assessment. 

Section 26(1) refers only to change in the constitu
tion of a firm. Whether a newly made member has suc
ceeded to the partnership just before the as~e8sment or 
long before, does not matter. This member would be 
deemed, for inGOme-tax or super-tax, to have .received 
ou~ of the profits of the previous year the share to which he 
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would have been entitled had his share been the same as 
in the assessment year. 

Section 26(2). 

Where in the course of the year there has been 
a (·hange of ownership of business (a registered firm 
succeeded by a company, an unregistered firm succeeded by 
a Registered firm, etc.) the assessment shall be made on 
the persoll succeeding as if he had been carrying on the 
business or profession throughout the previous year and as 
if he had received the whole <if the profits for that year. 

Note:-
(1) \Vhere a H.U.F. breaks up and is converted into 

a company, this section will apply. (Mittarchand 
Lakhimdas v. C.l.T., Punjab, 1937.) 

(:2) This change of ownership, i.e., transference may 
be effected by operation of law or by transfer inter vivos. 

(3) It should not be supposed that the predecessor 
would be liable to pay tax up to the date of transfer and 
the successor from the date of transfer to the end of the 
year. 

(4) The Act makes the person in possession liable 
leaving him to settle with his predece:osor. 

(5) Succession need not be in respect of every source 
of income of the predecessor. (Sind Light Railways 'Ii 

C.LT., Bombay.) 
(6) Transference of ownership of business by survivor

lihip was not succession within the meaning of section 
26(2). Therefore on the death of father the son will not 
be taxed under section 26(2). (Keshava Rao v. C.I.T., 
Madras, 1935.) • 

In M. Sanjana & Co., Ltd. I·. C.LT., Bombay, 192U, a COII~
pauy after carrying on its bUI!!ines8 for some time went into liqUl
llation aud its busine88 wall then sold to auother company which 
continued thl.' businl.'ss. It was. decided. that it was not 
discontinued-its ownl.'rship only was changed-hence it would 
come undl.'r flection 26. 
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In Ram Rekha )lal t". C.I. T., Punjab, 1937, the Lahore 
High Court has reaffirmed its previous decision given in 
Mittan!l.land Lakhmidas's case (page 98). It repeats that 
in case of disruption of a H. U .:1<'. (i.e., its business ceases to be) 
section 25A will apply. But in any other case, viz., disruptIon 
followed by conversion or any kind of transformation, i.e., in case 
it is continued as a reconstituted Firm or Company, section 26 
will apply. 

Thontepu Chinna Pulla~'ya v. c.I.'r., Matlras, 1937. This 
ease was decided prior to Ram Rekha Mal's case ancl Mittar
chand's case. The High Court held that where there has been a 
disruption of H.U.F. but exactly the same individuals form them
selves into a firm, assessment should be made under section 2.5A. 
Section 26 will not apply as it is not a case of succession. 

- In Jesingbhai Ugarchand v. C.LT .. Bombay, 1937, the Bomba~ .. 
High Court agrees with the Madras decision on the ground that 
" it is clearly not desirable that conflicting decisions uncler the 
Act . . . should be given by different High Courts . . ." for
getting for the moment that conflict was existing at that very 
time.. _ 

Section 26A. Procedure for registration of Firms. 

For income-tax purposes, a firm may be registered 
with the Income-tax Officer. The assessee shall make an 
a pplication before the income of the firm is assessed for 
any year under section 23. The application should be 
made in the form below :-

Form 0/ application /01' l'egistl'at'ion 0/ a firm under 
section 2(14) 0/ the Indian Income-lax Act, 1922. 

To 
The Income-tax Officer, 

Dated 19 

'~e beg to apply for 

the registration of Ill)" finil under section 2(14) of the 
our 

Indian Income-tax Act, 1922. 

2. 

under 

The ?riginal of the instrument of partnership 
A certified ('opy 

which the firm is constituted specifying the 

individual shares of the partners together with (1111~i~i: 001')" 

is enclosed. 'The prescribed' particulars ~regiven.uelow. 



SECTION 26 103 

3. w'e do hereby certify that the profits of the 

current y~ar will be actually divided or credited in accord
ance with the shares shown in this partnership deed. 

~:ltnl! and 
addr!!"" of 
the firm. 

~atn .. s of the 
partne", in thp firm 
with the share of 

each ill th!! 
busillt'Ss. 

Signature 

Address 

Date 011 wbich . nate, !f any, 011 wl;ich 
instrument I the Instr.Hment of 
of partner. partl'!ershlp ~·a~ last 
ship was rl'glstered In th .. , 
executrd Income·tax Office. s 

• office. 

On production of the original instrument of part
nership or on the acceptance of the LT.O. of a certified 
copy, the LT.O. shall enter" in writing at the foot" of the 
instrument or copy to the effect that the instrument has 
been registered up to 31st day of March, 193 

Note:-
(1) A Hindu Undivided Family cannot be registered 

a~ a Firm. 

(2) There cannot be a partnership between a Hindu 
Undivided Family and a firm. (Prabhu I.al Pearey Lal v. 
C.I.T .. V.P., 1934.) 

(3) One Firm cannot legally be a partner in another 
Firm (Jai Dayal Madan Gopal v. C.I.T., U.P., 1932) 
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referred to both registered and unregistered firm (Prabhu 
Lal Pearey Lal v. C.I.T., U.P., 1934). 

Section 27. 

In case of failure to make a Return required by section 
22 or in case of non-receipt of notice issued under section 
22(4) or 23(2) or in case of there being sufficient cause 
preventing from cOD;lplying with the terms of the above
mentioned notices, the Income-tax Officer may cancel the 
assessment and make a fresh one under section 23. 

If the Income-tax Officer refuses to make a fresh 
assessment the assessee may appeal under section 30 in 
form A below: 

FORMA. 

Form of appeal against an order refusing to reopen an 
assessment under sect1:on 27. 

To 

The Assistant Commissioner of , 
The day of 19 

The petition of of post office, 

District shewethas follows:-

-1. Under the Indian Income-tax Act, 192'2, your 
petitioner has been assessed on the sum of Rs. for 
the year commencing the 1st day of April 19 

2. Your petitioner was prevented by sufficient cause 
from making the return required by section 22 or did not 
receive the notice issued under sub-section (4) of section 22, 
or sub-section (2) of section 23, or had not a reasonable 
opportunity to comply or was prevented by sufficient cause 
from complying with the terms of the notice under sub
section (4) of section 22 or sub-section (2) of section 23, as 
more particularly specified in thestatem~mt attached. 
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3. Your petitioner therefore presented a petition to 
the Income-tax Officer under section 27, requesting him to 
cancel the asse~sment. This petition, the Income-tax 
Officer, by his order dated of which a copy is attaeh
ed, has rejected. 

4. Your petitioner therefore requests that the order. 
of the Income-tax Officer may be set aside and that he may 
be directed to JJ'ake a fresh assessment in accordance with 
the law. 

Signed 

Section 28. 

If the Income-tax Officer or Assistant Commissioner or 
Commissioner is satisfied that an assessee has .c:mcealed 
any particulars of his income or has given deliberately 
inaccurate particulars and thereby shown a smaller income 
he will impose a penalty in addition to the income-tax 
payable by him. 

If the profits of a registered Firm have been shared 
otherwiHe than in the Partnership Deed and that has result
ed in the reduction of the total income of a partner, .t 

penalty will be imposed in addition to the income-tax 
payable. In such a case no refund can be claimed by any 
other partner. 

To 

Appeal against thiH is in Form D under section 30. 

I:ORM D. 

Form 0/ appf'al agaimlt an order unde1' section 28. 

The Ctlllllllifl~ionE'r of Income-tax. 
'l'hf.~\flflistan t ('(Il1l1ni!'l!!ionE'r of I ncolllE'-ta.-x. 

The 

The petition of .... 1, 

day of 

of 

19 

post office. 
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District sheweth a~,.follows;~ 

1. Under section 28 of the Indian Income-tax Act, 
1922, a penalty of R!'i. has -been imposed on your 

t 't' b· h Income-tnx·Officer Th . f d d pe 1 lOner y t e Assistant Commissioner' e notice 0 eman 
attached hereto was served upon him on 

2. Your petitioner did not conceal the p~rticulars 

of his income or deliberately furnish inaccurate particulars 
therecf but as will be seen from the statement of facts' 

. attached returned it at its real amount to the best of his 
knowledge and belief. 

3. Your petitioner therefore re~uests that the· order 
of the I,Hrome-tax <?ffi~er :mposing a ·penalty of Rs. 

Assistant COlllmls~lOlIer . 

upon your petitioner may be set aside. 

Signed· 

STATEMENT OF FACTS. 

F,01'm of verification. 

I, , the petitioner, named in the above 
petition, do declare that what is stated therein is true t':'l 
the best of my information and belief . 

. Signed 

STATEMENT OF FACTS. 

Form oj verification. 

I, , the petitioner, named in the above 
petition, do declare that what is stated therein and in the 
above statement of facts is true to the best of my informa
tiori and belief. 

Signed 
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FORM B. 

Form 01 appeal against assessment to Income-tax. 
To 

The Assistant Commissioner of 
The day of 19 
The petition of of post office, 

District sheweth as follows:- . 

1. Under the Indian Income-tax Act, 1922, your 
petitioner has been assessed on the sum of Rs. for 
the year commencing the 1st day of April 19 . The notice 
of demand attached hereto was served upon him on 

2. Your petitioner's income accruing or arising or reT 
ceived or deemed under the provisions of the Act to accrue 
or arise or to be received in British India for the year 
ending the day of 19 amounted to Rs. 

3. Such income and profits actually accrued or arose 
or were received during the period of . months 
and days. 

.. 

4. During the said year your petitioner had no other 
income or profits. 

5. Your petitioner has made a return of his income 
to the Income-tax Officer under section 22, 
sub-section (2) of the Act and has complied with all the 
terms of the notice served on him by the Income-tax Officer 
under section 23(2), and/or [section 22(4)]. -

Your petitioner therefore prays that he may be assess
ed accordingly (or that he may be declared not to be 
chargeable under the Act). 

Signed 
Note:-

. Appeal against a refusal of I.T.O. to make a fresh . 
assessment under section 27 ... ... 1,'oI'lll .\. 

Appeal against an ordt'r under sediOIl 2·j(2) "C. 

" ,." 28 "D. 
All otLer appeals " n. 
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E,ection 29. 

When the tax payable is determined the I.T.O, shall 
serve on the assessee a notice of demand in the prescribed 
form. 

The Notice of Demand under section 29 shall be in 
the following form:-

NOTICE OF DEMAND UNDER SECTION. 29 OF THE 
INCOME-TAX aCT, 1922. 

To 

1. You have been assessed for the year to income-
tax amounting to Rs. [in addition to which a 
penalty of Rs. has been imposed], as shown in 
the copy of the assessment form sent herewith. 

2. You have also been assessed to super-tax amount
ing to ~s. 

3.' You are required to pay the amount of Rs. 
on or before the to at 
when you will be granted a receipt. 

4. If you do not pay the tax on or before the date . 
specified above, you will be liable to a penalty which may 
be as great as the tax due from you. 

5. If you are dissatisfied with your assessment you 
may present an appeal under sub-section (1) of section 30 
of the Indian Income-tax Act, 1S22, to the Assistant 
Commissioner or Income-tax at 
within 30 days from the receipt of this notice, on a peti
tion duly stamped in the form prescribed under sub-sec
tion (3) of section 30 and verified as laid down in that form. 

01' 

The assessment has been made under sub-section (4) of 
section 23 of the Indian Income-tax Act, 1922, because you 
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to mllke a return of your income under section 22 
failed to comply with a notice under sub-section (41 of section il ,and no 

to comply with a notil'.e under Bub-section (il) of section 2:\ 

appeal lies. But if you were prevented by sufficient cause 
frem making the return or did not receive the notice(s) 
aforesaid, or had not a reasonable opportunity to comply, 
or were prevented by suffic:ent cause from complying, 
with the terms of the notice(s), you may 'apply to me 
within one month from the receipt of this notice under 
~ection 27, to cancel the asse~sment and proceed to make 
a fresh assessment. 

6. The appropriate chalan should be sent along with 
the amount paid. Should you lose the chalans attached 
to this notice of demand, it will be necessary for you to 
apply to the Income-tax Officer for copies of fresh chalans. 

Dated 19 

Income-tax Officer. 

Place 

Xote.-The sllpelHllous words ill paragraph 5 should l:e deleted. 

Note:-
A demand notice should be ~ent even if no demand has 

been made. This is to give an opportunity of appeal 
(para 101. I.T.M.) 

Section ao. 
Any assessee may appeal to the A~sistant Commissioner 

against as~essment made under, section 23 against his 
liability to tax, under section 27 against Income-tax 
Officer's refusal to make fresh asse~sment, against any 
order under sections 25(2), 25A and section 28. 

Note:-
(1) There is no appeal agaimt section 23(4). 
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(2) The appeal shall ordinarily be presented within 
30 days of receipt of the notice of demand relating to the 
assessment or penalty objected to or of the intimation of 
the refusal to register a Firm under section 26A or of the 
date of the refusal to make a fr:esh assessment, but the 
Assistant Commissioner may admit an appeal after the 
expiration of the period if he is satisfied that the appellant 
had sufficient cause for not presenting it within that 
period . 

. (3) In Behari Lal Ram Chandra's case (Oudh, 1937), 
it was decided that additional grounds may be filed by the 
appellant and entertained by the Assistant Commissioner 
in exercise of his discretion any time before the appeal is 
decided. 

Section 3t. 

(1) Assistant Commissioner shall fix it day and place 
for the hearing of the appeal. 

(2) Assistant Commissioner before disposing of the 
appeal may make further enquiry. 

may 
(3) In disposing of an appeal, Assistant Commissioner 

(a) confirm, reduce, enhance, annul the assess
ment, or 

(b) set aside the assessment and direct the Income
tax Officer to make a fresh assessment, or 

(c) in the case of an order refusing to register a 
firm under section 26A or to make a fresh 
assessment onder section 27, confirm such 
order or cancel it and direct the Income-tax 
Officer to register the Firm or make a fre3h 
assessment, or 

(d) in case of an order under section 25(2) or 28, 
confirm, . cancel 0r vary such order. 
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Note:-

Assistant Commissioner, when hearing the appeal, 
cannot assess a source of income which was not assessed at 
aU by the Income-tax Officer. (Jagernath Therani v. 
C.LT., Bihar.) 

No appeal lies against the appellate orders of the 
AS!listant Commissioner except where there has been 

(1) enhancement of assessment, or 
(2) penalty imposed under section 28. 

Othe-rwise the assessee's remedies are 

(1) petition to the Commissioner (section 3'3). 
(2) reference to High Court (section 66) if a 

question of law is involved. 

Assessee's appearing before Assistant CommissionerI~ 
not essential for Assistant Commissioner's decision. A.C. 
should consider the appeal on its merits and take the 
decision. 

Section 32. 
An assessee can appeal to Commissioner against A.C.'s 

decision given under section 28 or enhancement of assess
ment under section 31 (3) within 30 days of the date on 
which he was served with notice. 

Rule 22 gives the form (E) in which app~al against 
A.C.'s decision taken under section 31(3) should be made. 

Form C should be adopted where an appeal against 
'_~ecision taken under Rection 28 is to be made. 

There is no appeal against Commissioner except in th~ 
form of a reference to the High Court on a point of law. 

Section 33. 
The Commissioner may reVIse the records of any 

proceeding under this Act taken by any authority sub
('rdinate to him. 



112 INCOME-TAX LAW AND ACCOUNTS 

The Act does not, by its wordings, contemplate peti
tion. But revision petitions have become a part of the 
practice. 

" An order under seCtion 33, n1.erely declining to 
interfere is not an order 'prejudicial to the assessee.' " 
(I.T.M.). 

Section 33A. 
Where an Income-tax Officer has assessed under 

section 23A (i.e., assessing against evading or reducing 
liability) any assessee (except Hindu UQdividei Family) 
can fodge an appeal with the Commissioner within 30 days 
·of the date on which he was served with a notice under 
section 23A. 

The Commissioner shall refer such appeal to a Board 
of Referees with his own opinion. Before reference the 
Commissioner can also qecide under section 33, but it will 
be up to the Appelll:j,nt to proceed further or withdraw his 
appeal. 

The decision of this Board is final. Commissionel' 
cannot revise it. It can however he referred to High 
Court. 

The Composition oj the Board :-Not less than 3, and 
not more than 5, persons of whom not less than one-half 
shall be non-officials having business experience and one 
shall be a judicia1 officer not inferior in rank to :t 

subordinate judge or small cause court judge with not less 
than 10 years' judicial experience. 

Section 34. 
This section charges an income which has escaped 

assessment or which has been taxed at too Iowa rate. 

Note:-
(l) Income-tax Officer must sn've notice of proceed

ings of assessment within one year of the end of that year 
in which it has escaped m;sessment 
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(2) If any item is alleged to have escaped assessment 
in the assessment year 1936-37, i.e., within the previous 
year, say, the Revenue Account ending 31st March 1936, 
then I.T.O. can start proceedings within 31st March 1938. 

(3) As wide powers have been given to the Income-tax 
Officers they must, of necessity. know accounts thoroughly 
well and they should have the patience and ability to go 
into imperfect and complicated accounts. The I. T .O.s are 
not within their competence to question the procedure of 
keeping accounts-particuJarly mercantile. If, because of 
their lack of power of scrutiny and understanding, some 
items have been allowed as a charge, it is not permissible 
at a later stage to question their own decision. Such 
change of decision is likely to affect the assessee 
prejudicially. 

(4) It refers to income which escaped assessment. 
This section does not give a general power of review. 
Nobody other than Income-tax Officer can initiate proceed
ings. The detailed grounds on which assessment is 
reopened need not be mentioned in the notice. 

(5) Assessment need not be completed within the year. 
(Kedarnath Kesrilal 17. C.I.T., Bengal, 1931.) 

(6) "He cannot reopen the original assessment as a 
whole." (Rajendra Narain Deo .". C.I.T., Bihar.) 

(7) Section 34 cannot be served merely on vague 
suspicion. Accordingly to be on the saw side, item alleged 
to have escaped assessment should be specified by I.T.O. 

(8) "Still less is it intended that the I.T.O. should 
be invested with wide powers of revision or review merely 
because he has formed a mistaken impression that certain 
income has escaped assessment or been assessed at too low 
a rate. His powers under section 34 can never be used, 
therefore, to effect a reduction of tax already levied." 
(LT.M.) 

r. 15 
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In the Anglo-Persian Oil Company's case Chief Justice 
Rankin observed, " 1 see no way of holding that section 34 is in
applicable to put right an assessment by which a deduction has been 
improperly allowed, Such a Case in my opinion is a case of 
income escaping assessment--not the whole income of the assessee 
but a part of it escaping assessment and there is nothing in' 
section 34 which limits it to cases of non-disclosure by the assessee 
or discovery of new matter by Income-tax authorities o~ inadver. 
tence as distinguished from erroneous deliberations on the psrt 
of those authorities. 

Justice Panckridge's observations in the North British In
surance Co.'s case regarding section 34 should' be read with 
interest. (Page 174). 

In Rajendra Nath Mukheriee, v. C.LT., Bengal, it was decided 
that where a return of income is filed within tax year but an 
assessment is not made on the income within the .tax year, it can
not be said that the income has escaped assessment and that the 
word "assessment is" not confined in the statute to the definite 
aJ!t Qf making an order of assessment. 

Held further, that the fact that section 34 requires a notice 
to be served calling for a return of income which has escaped 
assessment strongly suggests that income which, has duly been 
returned already for assessment cannot be said to have escaped 
assessment; in other words income can be said to have escaped 
only alter assessment has been made-not during the pendency 
of assessment. 

In Dewan Rishen Rishore v. C.LT., Punjab, the High Court 
held that ' escaped assessment' referred to cases which did not 

. come to the notice of the Income-tax Officer. But in a liter case 
in Amir Sher Singh v. C.LT., Punjab, the same High Court 
decided to include any case of non-assessment whatever might 
have been the cause-even where a predecessor officer made a 
wrong application of the Act. 

In Ramjidas Mahaliram, v. C.LT., Bengal (1936), Justice 
Mcnair observed, " In section 34, no such (viz., "in the LT.O.'s 
opinion," "if LT.O. is satisfied," " has reasOn to believe," etc.) 
discretion is allowed. What is contemplated is that some item 
liable to tax has in fact escaped taxation and only when that fact 
is in existence may the income-tax authorities use their pOWf'rs 
to reopen an assessment which has already been closed." 

Section 35. 

This section gives power for rectification of mistakes. 
" The power conferred upon the Commissioner or Assistant 

Commissioner or Income-tax Officer by section 35 to rectify a 
mistake, whether on his own motion or on the application of the 
assessee, is confined to the rectification of mistakes patent from the 
facts or documents which were before him when he passed his 
ff'visional, appellate or~ril3'inal assessmf'TIt order a~ the case ma~' 
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be. Thill-section does not confer on officers a general power of 
review or authorise any assessee to introduce any new facts in con
nection with the said assessment. An Income-tax Officer should 
not correct mistakes in cases that have been dealt with by the 

. Assistant Commissioner on appeal "or the Commissioner in re~ision 
without a reference to the .\.C. or the Commissioner as the case 
may be." (I.T.M.) 

Note:-
(1) Orders under this seetion cannot be appealed 

against. This section is for correction of mistake and not 
for revision of his order. 

(2) In case a mistake is detected in the revenue 
account ending 31st March, 1936, i.e., in the assessment 
year 1936-3'7 and assuming that the notice of demand was 
served on 10th June, 1936, then the I.T.O. is required to 
complete rectification by Sth June, 1937. 

(3) If rectification involves enhancement of assess
ment, previous notice must be given to the assessee. 

Section 36. 
Tax will be calculated to the nearest anna. 

Section 37. 
This section gives Income-tax Officer, Assistant .Com

missioner and Commissioner the powers of a court or a 
judge for the purposes of 

(a) enforcing the attendance of. any person and 
examining him on oath, 

(b) c{)mpelling the production of documents, and 
(c) issuing commissions for the examination of 

witnesses. 
The penalty for disobeying is the same as for the 

summons issued by a civil court. ' 

Section 38. 
Income-tax Officer or Assistant Commissioner will 

have the power to call for certain information from any 
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individual, firm, Hindu undivided family, trustee, guar
dian, agent, etc. 

Section 39. 

The Income-tax Officer or Assistant Commissioner or 
any person authorised by them will have the power to 
inspect the register of members of any company. 

Section 40. 

If Guardian (of a minor) 
Trustee (of a lunatic or idiot) 
Agent (of any person residing out of British India) 

receive any income on behalf of the above-mentioned bene
ficiaries then tax shall be levied upon the Guardian, 
Trustee and Agent. 

Section 41. 
H Courts of Wards, Administrator-General, Official 

Trustee, Receiver or Manager appointed by or under any 
order of a Court receive income then tax shall be levied 
upon the Court of 'Yards, Administrator-General, etc. 

Income from properties or s~urities, etc., held under 
Trust. (Sections 40 and 41.) 

Where any "property" (in the widest sellse, but excluding 
a business) is held UIlder Trust, the owner of that property, for 
the purposes of the Income-tax .Act, is the beneficiary and the in
come is the income of the beneficiary. The Act does not permit of 
double taxation in the case of Trusts, viz., once in the hands of a 
tmstee and again in the hands of a beneficiary. Under these 
sections, the guardians, trustees, agents, Courts of WartIs, etc., 
are required to pay tax on income, profits or gains received by 
them on behalf of beneficiaries in the. same manner and to the 
same amount as the beneficiaries themselves. 

The following instructions should he followed in the assess
ment of such income:-

(A) In cases not falling under section 40 or 41, the Trustee 
is merely to be regarded as an Agent. Receipt (actual or 
notional) of the income bv him, or aeerual of the income to him, 
is equivalent to receipt bi or accrual to the benefidary. Whether 
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the income be (li"tribu~d or allowed to accumulate, the benefi
ciary i" to be aSl!essed in respect of it. There is no provision for 
taxing the Trustee in respect of it. The beneficiary may, of 
course, apply for any refund that may be due. The Trustee 
('annot do so, 

(B) 1" caul jalling unde'r sectio" 4U OT 41, the position is 
the "ame except that the Act here provides for recovery of the 
tax from the 'i'rutltee. (a) IF here the Truste~ holds the entire 
property in the widest 8en8e oj the beneficw,TY,. the assessment 
tjhould be made on the Trustee, the tax wiil be recovered from 
him and he may apply for refundtl. The assessment wiil be made. 
all though the mcome from the trust property were the total in
come of the Trustee. The assessment will of course be quite 
tii .. tinct from that on any other income in respect of which the 
"ame person may be Trustee and from that o~ the Trustee's own 
individual income. (b) 1j the Trustee does 1I0t !told the entire 
property of tlte benefic'wry, the asseossmenton the total income 
of the Leneficiary will be made in the name of the b~nefi('iary 
and the tax in respect of so much of the income as is received by 
the Trustee will be recovered from the Trustee, who m~y also 
apply for any refund due in respect of such part of the mcome, 
which refund will be calculated with reference to the total income 
of the beneficiary. These instructions are equally applicable 
alike (a) where the Trustee simply receives dividends, interest on 
securities or other income on behalf of, and pays such income to, 
the beneficiary, and (b) where he receives dividends, interest, or 
other income on behalf of the beneficiary and pays a fixed sum out 
of the income to the beneficiary. If the balance of such income 
accumulates for the benefit of the beneficiary, it is to be regarded 
as his income of the year in which it accrues or arises to or is re
ceived by the assessee. 

INCOME 1'1l0M BUSINESS CONDUCTED BY TRusTEES.-'Where a busi
"ell il conducted by a TTl/dee or Trustees on behalf of bene
ficiarietl, the assessment is to be made on the Trustee or Trustees 
conducting such business, whether section 40 or 41 is applicable 
or not. 1£ there are Trustees, they should be treated as an asso
dation of individuals (see j.udgment of the High Court, Lahore, 
in Hotz Tru!;tees versus Commissioner of Income-tax, Punjab, 
Heference No. 8 of 1930). The tax will be assessed on and re
('overed from the l.'rul!tee. In the hands of the beneficiary or 
IJt'neficiaries, the income of a bU:liness thus conducted by Trustees 
will not he taxed again. [Section 14(2) (c),] It will, therefore, 
be treated exactly as though it were a share of the profits of an 
unregistered firm. Its inclusion in his total income may raise 
the rate of tax leviable on the remaining income of a beneficiary 
or render that income liable to. super-tax. The Trust income in 
the hands of the beneficiary should not itself be subjected to super
tax a second time, if it has borne super-tax in the hands of the 
'l'I"UMtees, though legally it is liable to be so subjected. Similar
ly, 'where the income of a Trust is from sources other than busi
neSd and the trustees are assessed to Income-tax and Super-tax 
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on the total income .of the trust, super-tax should not be levied 
a second time on what a beneficiary might get from that income 
as his share. If such a business is conducted by a &ingle Trustee, 
the same principles will be applied. (LT.M.) 

( 
Income fl'om Properties (widest 

sense excluding' business) 
held under Trust. 

") 
Income from Business 

conducted by Trustees. 
I 

Whether under section 40 or 41. 
or not, asscssment to be 
made on the Trustee or 

'frustees. 

( 
In cases not falling under Section 

40. or 41, Assessment to be made 
on the beneficiary and refund to be 

claimed by the beneficiary as 
he is the owner. 

Note:-

1 
In cases Calling under Section 

40 or 41. Assessment to be 
made on the Trustee and 
refund to be claimed by 

the Trustee. 

(1) Such Assessment in the' hands of the Trustee should be 
quite distinct from (a) his own personal assessment on firm, 
(b) income arising from other trust of which he may also bc 
trustee. 

(2) Cases other than those covered by section 40 or 41 are:

Trustees for Debenture-holders. 

Trustees under a ·Will. 

. Trustees under a Deed. 

(3) 'Vhere the Trustee is assessetl to SIT, the share uf the 
same income when brought into the beneficiary's personal assess
ment should not be subjected to S / T again, though the Act does 
not give any exemption. 

(4) Agents are in receipt of profits. 

In Mrs. Saldhana '17. C.LT., Madra", un the tleath of Mr. 
Saldhana, the widow became the guardian of her minor children 
and she carried on the estate of the deceased consisting of coffee 
plantations, house properties and. a firm. The widow was getting 
one-third share and the children two-thirds from the firm. It 
was decided that a single assessment should be made on the widow 
on the entire income derived from the business ('arried on by her. 
Thus, assessment. was made under section 10(I)-sechon 40 is 
not a bar to such an. assessment. 
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Sections 40 and 41 are not charging sections but 
only enabling sections, so that trustees and guardians can 
be assessed if the Income-tax Officer so chooses. 

In Hotz Trust of Simla v. C.I.T., Punjab, the trustees under 
a testament.ary disposition deed of trust carrIed on the business 
of the testatrIx. The beneficiaries were only entitled to a speci
fied share of profits and were not competent either to hypothecate 
their interest or sell it to anr outsider. The trustees were assess
I'd as an association of indIviduals. It was decided that the 
aS8t'Rsment was in order and that section 40 was a machinery 
flpction for the collection of tax in special cases and had no bear
ing on such a case as the trustees were liable to be assessed in 
respect of the hotel bmlint'ss under the general provisions of the 
Act. 

Section 42 (1). A case covered by the word "deemed" 
in section 4(1). 

Owner resides out of British India but earns profits 
directly or indirectly through or from any business con
nection or property in British India; such profits will· re 
deemed to be income arising in British India. This sec
tion charges the agent of such a person and the agent IS 

the assessee for income-tax purposes. 

Note:- , 
(1) Property is used in the widest sense. 

(2) It has to be seen whether business connection exists 
(business connection will not be established merely by a 
relationship of a debtor and creditor). 

(3) The object of section 42 is to catch profits not 
received in British India. 

(4) Rule 3J. In any case in which the Income-tax Officer 
is of opinion that the actual amount of the income, profits or 
gains accruing or arising to any person residing out of British 
India whetht'r directly or indirectly through or from any business 
connection in British India cannot be ascertained, the amount of 
such income, profits or gains for the purposes of assessment to 
income-tax may be calculated on such percentage of the turnover 
80 accruing or arising a8 the Income-tax Officer may consider to 
be reallonabll', or on an amount which bears the same proportion 
to tlu' total profits of the business of such person (such profitR 
Ilf'ing ('ompuh'd in accordance with the provisions of the Indiall 
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Income-tax Act) as the receipts so accruing or arising bear to 
the total receipts of ' the business, or in such other manner as the 
Income-tax Officer may deem suitable. 

(5) Section 42 does not contemplate the Agent to be 
in actual receipt of money unlike sections 40 and 41, 
where Agents should be in receipt of income. 

Section 42 (2). 

Non-residents (a) who are !lot British subjects, or 
(b) who are not a firm or company constitute~ within 
H. M.'s dominions or a branch thereof, 

when carryon business with a resident in British 
India and manage things in such a way that by keeping 
the resident agent almost a dummy, show a very small 
profit, then 

reasonable profits should be calculated and charged 
to tax on the resident person. 

This section prevents a subsidiary Indian firm or 
company from benefiting by such an arrangement by the 
parent body in a foreign country. 

This section is not applicable where the parent firm. 
or company is constituted within H. M.'s dominions 
(excludes Native States). 

This section allows the Income-tax Officer to assess 
the Indian profits on an amount which may be deemed 
reasonable. In case the Income-tax Officer considers 
desirable he may calculate on the basis of percentage on 
turnover or other suitable method under rule 34. 

Section 42(3). 

The profits in respect of sale in British India of any 
merchandise exported to British India from any place 
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outside British India shall be deemed to have accrued and 
arisen and to have been received in British India. 

No business expenditure will be allowed from such 
profits except amounts actually spent. 

In Currimbhoy Ebrahim & Sons. Ltd.v. C.I.'f., 130mbay 
(193a), th~ assel>se~ company carried on its business in l3ombay. 
it obtained a loan of 50 lacs from the Nizam of liyderabad and 
undertook to pay intl'rest and capital in Hyderabad. In a parti
cular year, the company paid to the ~izam's account Rs. 3 lacs 
by way of interest on loan. The Income-tax Officer treated the 
assesl!ee company as Xizam's agent and assessed 011 Rs. 3 lacs 
under section 42(1). 

The High Court h~ld that the assessee company was not the 
agent and that there was no business connection of the Nizam. 
On appeal, the Privy Council decided that (1) the interest income 
did not arise or accru~ to the Xizam within British India at all 
and was therefore not liable to tax; (2) the order as to the assessee 
company being the agent of the Xizam was invalid; and (3) hence 
the quetltion under section 4:3 did not arise; (4) property had the 
widest meaning; (5) aSt!essment in respect of Nizam's house pro
p~rty in 130m bay was illegal as tax had already been paid by the 
p~rsou .managing the property for the non-resident :l'i izam. 

In C.I.T., Burmav. Steel Bros. Co., Ltd. (1926), the company 
was registered in England. It was carrying on large business 
operations in Burma and goods were shipped to London in raw 
state and. then. they were sold in London market. It was decided 
that. thQugh the produce was sold in London and money was 
rl"C.·~iyed there tltill unlIer section 42(1) read with tlt'ction 4(1} the 
profitt! wrre <leemell to accrue or arise in British India and hence 
taxable. 

In Secretary, Board of Revenue (Income-tax), Mad'ras, 11. thc 
lIadras Export Coml)uny,' a French Firm set up a branch business 
iu Madrlls. Its bllsiul'st! WIIS to !my leather goods and send them 
to :Frauce. The :French }'il"lll eharged a fixed rate of commis
sion and thus made profits 011 goods sent. It was decided that the 
income or profits made by the l~rench Firm was not taxable. 

In C.I.T., Bombay, 11. Bombay Trust Corporation, Lt.d., 1!J30, 
The Bombay Trust Corporation, used to take loans from Hongkong 
Trust Corporation IIn~ to remit sums of money to the Honkong 
Trust, being interl'tlt 011 loan. The Income-tax Officer served a 
notice on the Bombay Trust CorpOl'ation as agent of the Hong
kong. Company nnder lIl'dion 4:t It was decided by the Priy~' 
COUll('il that intereflt was profit to Hongkong Company rl'siding 
out of BritiRh India. but earning profits from business connection 
in British India. The Hungkong Company being in rl'ceipt of 
the income through t11e Bomhay Company wall assessable. It was 
algo dedded thnt although the term • agent' in section 42 as it 

F.16 
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stood alone would mean an agent in actual receipt of the profits, 
yet section 43 puts the -person who comes within its terms arti
ficially into the position of the agen t -and assessee under section 4:!. 

In C.LT., Bombay v. Remington Typewriter Co. (Bombay), 
Ltd., Remington Typewriter Co. of New York had branches in 
three places III India. The Remington Typewriter Co. (Bombay), 
Ltd~, was registered at Bombay. The American Company held 
all the shares of the Bombay Company except three which were 
held by the nominees. The Bombay Company was assessed to 
income-tax as agent of the American Company in respect of 
(1) profits made by the American Company upon its sales of 
machines to Bombay Co., (2) dividends paid by llombay Co. to 
the American Company. The Bombay High Court held that 
though the Bombay Company was to be regarded as an agent of 
the American Company under section 43, it was not assessable as 
it was not in receipt of profits. 

The Privy Council I'eversed the decision and decided that 
any person who comes within the terms of section 43 is put by 
that section artificially into the position of agent and assessee 
under section 42(1). 

I~ Rogers Pratt Shellac & Co. v. Secretary of State for India 
(1925), an Amencan Company had a branch office in Calcutta to 
buy gum," shellac -and other Indian products and had a factory in 
U.P. All sales :were made in America. The Company was 
~ssessed to. tax in In.dia. There being a manufacturing branch 
It was deCIded that "lllCOme would be taxable. 

. In Pondicherry Railway Co., Ltd. v. C.I.T., Madras (1931), 
Pondicherry Co., Ltd., registered in England owned a railway 
in Pondicherry and entered into an agreement with S. I. Railway 
for working the line. It was paid profits at their office in Tri
chinopoly (British India) from where the agent remitted the 
profits to London (the Agent of the Pondicherry Co. being the -
same as the Agent of S. I. Railway). 

it was decided by Privy Council that income derived by the 
Pondicherry Companv from payments made bv S. I. Railway (Jo. 
and received by the: Agent of the Pondicherry Co. constItuted 
profits of a business carried on by the Company and hence 
assessable. 

Important instructions from the LT. Manual 011 

section 42:-

(1) Indian fi'rms allied to non-resident firms of which they aJ'e 
not technically either branches 01' agencies often succeeded in the 
past in escaping their proper ,taxation by a manipulation of 
accounts with the parent non-resident companies, 1'0 cite an 
example, a foreign firm dealing in aniline dyes was r~gistered as a 
separate limited liability company in India, with a capital ?f 
Rs. 20,000. The shares were never placed on the market III 
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India, but, with t.he exception of small holdings by managers in 
India, were all held abroad. The registered . capital was nominal 
in comparison with the value of the stock-in-trade and the parent 
company abroad sold to the subsidiary Indian company at a price 
leaving a margin just sufficient to cover the expenses of the sub
IIi diary company, or causing an actuaJ loss to be shown. Section 
42(2) of the Act is designed to prevent a subsidiary Indian firm 
or company from benefiting by such a manipulation, and enables 
an Income-tax Officer to assess it on the profits which may reason
aMy be deemed to have been derived from its Indian business, 
while, where any difficulty is experienced in arriving at a basis 
fo~ assessment, assessment on a percentage of turnover, 01: other 
SUitable method can be adopted under rule 34. It is to be noted 
that the provisions of section 42(2) are not applicable where the 
parent non-resident firm or company is constituted within the 
British Empire and that the liability to assessment is placed on 
t.he subsidiary Indian firm as a principal and riot as an agent. 

(2) Indian agents 0/ non-resident firms o/which they are not 
technically either branches or subsidiary firms are liable for the 
payment on account of their principals, of the tax on their prin
cipals' Indian profits under the provisions of sections 42(1) and 
43 of the Act. It will be observed that these provisions permit 
the levy of the tax on a non-resident's business not only where 
he has established a regular agency in ~ndia. but also where he 
conducts his business regularly thro~gh a particular agent or 
casually through variou!! agents. ~n .this case ~t is not nec~ssa~ 
that anything of the nature of a regular agenpy should eXIst In 
or<ler to make the profits of a non-resident c1;latgeable in the name 
of an agent. They are so chargeable even when the only connec
tion between the non-resident and the person acting as his agent 
is that that. person is ordinarily and reg\lI;H'ly employed as an 
agent by the non-resident. The Government of India do not, 
howev~r, desire that in practice the -liability to asst'flsment should 
!a .. enfor(,f'd f'XN'pt where flomf'thing (lefinitely of the nature of an 
agf'nc~' nillt!! ani! in particular no attempt should be made to tax 
the' profits of 'a con~i.fJn7llpnt 7msinn., p11re and simple, merely 
h .. cause the non-re!lident conRignor habitually URes. a .particular 
resii!ent as hill agf'nt, 

In ali calif'S it will be a question of fact whether the connec
tion betwf'en the non~resident and therellidf'nt is flUch that an 
Ilgf'ncv ('an he 11I·1i! to exist. .. Agf'ncy" for the pUrpORf'S of 
this !I~rtion 11I1Oul(1 hI" interpreted to mean a regular, not casual. 
agent and one whn~e l'l'lation to the non-resident pl'incipal is such 
t hat tIle principal may reasonably be held to ne trading" in the 
country" and not merely" with the country. If, for example. 
there is no privitv of contract between a foreign principal and a 
relliclent wllo lmrchalles. the foreign principal's products. through 
anothf'r resident or if the resident vendor has to bear any barl 
debts arising out of such transactions, the rf'Rident n-ndor is not 
to be treatf'd all the agent of the non-resident. Even if a non
reflident dOE'1I not bf'ar bad debts, 111' will 'be cODllidl"red to he 
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trading in the country (if there is privity of contract) if the agent 
receives a del credere commission, i.e., an additional commission 
in consideration of guarantee,ng the non-resident against bad 
debts, or if the rate of commission is so unusually high as evi
dently to be intended to include a del credere commission though 
none is specifically mentioned. It is doubtful whether it is prac
ticable to formulate for the guidance of Income-tax Officers any 
more definite principles than those stated ab~ve; but the follow
ing examples may serve to indicate the lin{'l1 on which d{'cisions 
should be reached:-

(a) B, a distiller in Gla:;gow, has agreed to sell to no one in 
India except A, his Agent, providerl that A gives B 
all or an agreed proportion of his trade.. A pur
chases from B and sells to the tracle at his own rates, 
and all bad debts are A's. Xo attempt should be 
made to tax B on his profits. His position~ in spite 
of his supplementary 3g-reem{'nt with .A, is nwrely 
that of a seller to an Indian consignee who tak{'s the 
risks or profits of the trade in India. 

(b) A, an Indian resident and a large supplier of mill 
stores, has a monopoly for the sale in India of ·tIle 
belting of a non-resident B. A is paid commission 
by B on all orders he. sends either for his own stock 
or risk or in execution of orders obtained. He does 
not confine his purchases of belting to B. He stands 
all loss from bad dehts and fixes the prices to bE' 
asked for the goods. Here again the nosition of B 
is merely that of a ~.E'llE'r to an Indian consi~nE'E' 
and no attempt should bE' maoe to tax R's profih. 

The section 42 is one of the most outstanding sections 
of the Income-tax Act. It is designed for a special pur
pose of catching profits arising from non-residents' busi
ness in India carried on under organisational devices but 
the ambiguity in the wordings of the section partially 
defeats the' purpose. The section appears as if an types 
of cases can be brought witpin it and the section by the 
expressions "directly or indirectly" seems to confer 
wide powers in the hands of the I.T.O. but on a perusal 
of the elaborate instructions and the cases cited in the 
Manual, it will be found otherwise. 

It is difficult to see hOll' from the wordings of the 
section it follows that consignment business carried on by 
a non-resident can be exempted. It is equally difficult to 
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follow as to wIly consignment business is beyond the scope 
of this section. Consignment business should be within 
the purview of this section as the ownership and control 
of the business property and stock rest with the non
resident and as such he should be deemed to be trading in 
India. It should be exempt from .the operation of this 
!;ection where the Agent in India can prove that his stock 
has been purchased outright in U.K. and therefore the 
non-resident has no trading connection with India. 

It is difficult to follow the subtle distinction between 
(1) trading -in the country and (2) trading with the country. 
The All ought to have dearly stated as to when a business 
is to be deemed trading in the country and trading with 
the country. 

Some time a non-resident company, say, Thornton Co., 
Ltd., sets up a Thornton (India) Co., Ltd., in India. 
The latter is a separate entity for legal purposes and in 
some instance it has been seen that when they make pur
chases from their parent company in foreign countries, 
the invoices are heavily leaded with the bulk of anticipated 
profit leaving a very small margin of profit to accrue in 
India. \Vhen the accounts of Thornton (India), Ltd., 
will be examined, probably a small profit or some loss will 
be shown. Leaving the Indian assessee, the I.T.O.'s next 
step should be to catch the non-resident company but 
many such companies will escape either by showing (1) that 
it carries on consignment business pure and simple or 
(2) that outright sale was effected in foreign country and 
as such it is neither directly nor indirectly carrying on 
any business in India. 

It is suggested here that (1) all non-resident and 
foreign companies be treated alike for Income-tax pur
peses, (2) a dear definition of trading in or trading 11,itlt 
India be given, (3) a clear provision by which agency can 
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be definitely established be given in the Act as it is thought 
that the cases cited in the Income-tax Manual are wholly 
inadequate and -unconvincing. . 

Section 43. 

This section states the three clasEes of persons who 
should be deemed as agent for income-tax purposes pro
vided the r.T.d. serves on him a notice with the intention 
of treating him as an agent: 

(1) Person employed on behalf of the non-resident. 

(2) Person having business connection with him. 

(3) Person through whom. such non-resident person 
is in receipt of income. 

Note:-
(1) Section 43 refers to persons having business con

nection with non-residents and the section says nothing as 
to their being in receipt of profits. 

(2) The proposed agent must be given an opportunity 
of represeriting his views before an assessment order can 
be made. -

(3) Notice under section 43 making a person liable 
as agent need not be served year to year. It is up to the 
agent to inform the Income-tax Officer if any change has 
taken place: ' 

Section 44; 
The partners of a firm will be jointly or severally re

sponsible for the tax payable by the firm if the bm;inesH i~ 
discontinued. 

Section 44-A. 

In case of any ship carrying passengers or goods at 
ports in British India is owned or Ghartered by a person 
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residing out of British India the owner or the charterer 
will be taxed in the year in which the income arises. 

This section refers to tramps only. The established 
shipping companies have agents in British India and they 
are taxed in the usual way (not under this section). 

Section 44-B. 
-

In such a case mentioned above the master of the ship 
furnishes a return to Income-tax Officer stating the full 
amount realised and the Income-tax Officer shall impose 
tax on one-twentieth of the freight payable to the Prin
cipal. The tax is payable by the master of the ship before 
port clearance is allowed to the ship. 

Section 44-0. 

The recipient of such income has however the full 
f'ight to claim the usual treatment, 'Diz., to be taxed on the 
total income in the next year. In such a case adjustment 
will be made later. 

SERVANTS OF INDIA SOCIE r:'. 
Section 45. BRANCH LIBRARY 

In every case for recovery or tax the I}Q~ta'{ 
Officer is responsible. Notice of demand must be issued 
immediately after assessment or revision by superior 
authorities. Time, place and other particulars in the 
notice must be carefully adhered to. 

Section 46. 

This section lays down the mode and time of recovery 
of the assessee's dues. In case of arrears, an amount not 
exceeding the arrears can be imposed as penalty over and 
a bove the arrears. 

Section 017. 

Recovery of penalties will be in the same manner as 
recovery. of arrears. 
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Section 48. Ref~nd (where different rates charged.) 

Refund of Income-tax is not allowed in the case of 
unregistered firm and association of individuals. 

No refund is admissible if the non-resident is not a 
British subject or a subject of an Indian State. 

If the non-resident is a British subject 91' subject of 
the Indian State he is entitled to a refund at a rate which 
is equal, to the difference between the maximum rate and 
the rate applicable to his total income (tctal :ncome to be 
computed by taking into account all incomes in British 
India and elsewhere). 

Where a non-resident claims refund of l.T. under 
section 48, the non-resident's total world income will 
determine the rate at which he will be entitled to obtain 
refund. 

Illustration: 

Interest on securities amounts to Rs. 3000 (gross) on 
which LT. deducted at 26 pies. His non-Indian income. 
Rs. 5000. The total income Rs. 8000 will determine the 
rate, i.e., 9 pies. If refund is net claimed then his 
Rs. 3000, is taxed at 26 pies. If refund is claimed then 
his Rs. 3000 will be taxed at 9 pies or refund at 17 pies 
on Rs. 3000, will be allowed. 

Section 48A. Refund (where the assessee is 110t properly 
chargeable with that rate.) 
Where no assessment has been made, he cannot daim 

refund under section 48. By this Eection he can claim 
refund, e.g., 

Illustmtion : 

A man has only one item of income, viz., interest from 
W.ar Bonds. ,The gross _ income from them is Rs. 1600, 
though he received only Rs. 1383-6-0, in. band. 
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In a ('ase like this. as there is 110 assessment but as 
Us. 216-10-0 has already heen deducted at source the 
Income-tax Officer Rhall allow a refund. 

Note:--
Where set·olT has teen allowed. this section ma~' 

llpply. 

Section 49. 
It deals with relief to be given where an income aris

ing in British India has been taxed in India and also in 
P.K. 

Relief in Double Taxation. 

If (1) a person has paid r .K. Inc'Ome-tax* and also 
has paid Indian Income-lax* on the same 
inconie for the same year and 

if (2) the P.K. rate at which he was entitled to and 
has obtained relief is less than the T ndian rate 
of tax 

t hen he shall be entitled to a refund of a sum calculatefl 
on that part of his income at a rate equal to the difference 
between the Indian rate or the appropriate U.K. rate 
whi<-hever is less and the rate at which he was entitled to 
llnd oHained rt'lief in U.K. 

An a~sessee must first get his relief in U.K. 
and only then can he claim a refund or relief in 
India. He ennnot claim relief in India during an 
al'~·t'l'sment and he must produce proof that he 
has obtained relief in U.K. and also of the' rate of relief . 
.-\. certificate giVf'1l below is granted by U.K. authorities 
in respect of relief. On production of this certificate. the 
Indian authorities will hf. prepared to grant relief in 
India. 
----_. ---

-Till' I'xprl'Rsion In('ome-tax means In('olue-tax and Super-t1x. 
F. Ii 
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U.K. relief certificate given below :

Finance Act 1920, Section 27. 
Relief in respect of Dominion Income-t.ax. 

This is to certify that Jalpaiguri Tea Company, Ltd., 
3, Mission Square, London, RC. 4, has been allowed 
relief from United, Kingdom Income-tax for the year 
ended 5t.h April, 1937, in respect of British India 
Income-tax. 

(a) Appropriate rate of U.K. LT.. for the year 
ended 5th April, 1937, is 4s. 9d. in the £. 

(b) Amount of income as assessed to U.K. LT., for 
the year 5th April, 1937, on-which relief from U.K.LT. 
has been allowed in respect of British Indian Income-ta...x 
is £4225 being _40% of the adjusted profits for the year 
1935. 

(c) Description of the said income-Profits from Tea 
Estate. 

(d) Uate of relief allowed-=--2s. 4ld. in £. 
(e) Amount. of relief allowed £50l. 

(Sd.) H. M. Inspector of Taxes. 

Methqd of working out Section 49. 

(1) Find out Total Income-tax payable and find out 

h ff · . Amonnt of Income-Ta~ t e·e actIve rate, 1 .. e.,. b· bIIT bed mcome on w IC c arg 

(2) Find out Total Super-tax payable and find out 

the effective rate, i.e., Amount of Ruper-Tax 
Total Income 

(3) Find out from the U.K. Certificate

(a) Income, 
(b) 'Vhether relief should be allowed on the Illdian 

or the U.K. income if this be lower, 
*(c) Appropriate rate of U.K. 1.1'. 

(d) Rate of relief of U.K. 
--------------- -.--- .. ----

• Appropriate rate i~tl1e same as effect hoe rate. 
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(4) Relief to be given ·in India :-

Indian rate or U.K. rate whichever i!'l less 

Minlls U.K. rate of relief. 

There may be differences in computing the taxable 
income in the two countries as explained below:--

(1) If the income as computed in British India i!'l 
higher or lower than that computed in U.K. because 
either-. 

(a) particular allowances and deductions such as 
wear and tear differ in the two countries; 
or 

(b) the periods of income on which the tax is 
charged are not identical, then relief in 
British India should be calculated on the 
income computed in British India. 

Such a difference is quite frequent for allowable 
deductions differ in the two countries-

The ease of (b) above requires elucidation. 

Take 1935-36 assessment. Suppose in India total 
income includes income from business and 
dividends up to 31st December, 1934, as the 
assessee's basis is the calendar year. 

In U.K. the total income will include business 
income up to 31st December, 1934, and may 
include dividends up to 5tIr April, 1935. 
Hence due to the periods of income teing 
different, a difference arises in the Taxable 
income. 

If Taxahle income in British India is Rs. 30,000 and 
if taxable inc-orne (with all allowances and deductions) in 
U.K. is Rs. 24,000. then relief OIl Rs. 30.000 will he 
given in India. 
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(2) If the di~erenl'e between the incomes charged in 
the two countries is due to a loss being carried forward 
in the U.K., a.nd if there is no other cause of variation, 
then the income will always be lower in U.K. since the 
carry-forward or: losses is not allowed in British India. 
In such cases relief should not be given in India on the 
losses carried i ofwal'd· in U. K. 

1935-36 assessment . 

Taxable incOJne in India Us. 30,000 

Income assessed in U.K. (after carrying for-
ward losses in previous years) on £1800 

.converted into rupees at the rate of 1s. 
6d. in the rupee Rs. 24,000 

Relief in this case will be given in India on Us. 24,000 
as follows :-

(Assuming) effective Indian 
rat~ to be 30l pies 2·527 aIlllas per rupee 

tess (assuming) U.K. rate of 
relief at ~s. 3d. in the £ ... 1·8 annas pel' rupee' 

Difference 
relief 

being rate of 
·727 anna per rupee 

Therefore relief on Rs.24,000 at the rate of ·727 
tinna in .the rupee is Rs. 1,090~8-0. 

NQte:-

Effective Indian rate IS 2·527. 

Effective U.K. rate is 3·6. 

Therefore Indian rate being les~er of the two. li .K. 
relief rate is deducted from it. 
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1936-37. 

As~umiIlg In("ollle-tax payable 

Super-tax payable 

Total Income 011 which 
and SiT chargoo 

. ., .; 

l/T 
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Rs . :21,328. 

Rs. 6,458. 

Rs. 1,45,387. 

EfJ(,(·tive rate for liT. 

Eff{'(:tive rate for SIT 

2·3472 annas ill the rupee. 

·7107 

Tntal effective rate for India 3·05 

Less U.K. rMe of relief at 
28. 4ld. 1·900 

1-15 

,. " 

Relief due on Rs. 1,45,387 at 1·15 annas in the rupee 
is Rs. 10,521-7-0 

The qU~tiOll of relief becomes much more complicat
N..I where a f"ompany earns an income from tax-free 
l't'Curities. 

1llll,vtrrMion: 

Busine-ss profits 

and incollle- from tax-fl'ee- seeurities 

R~. 60,000 

Us. 5,000 

Hs. 65,000 

Here the entire' total income Rs. 65,000 is not charg
ed beth to income-tax and super-tax, but only Rs. 60,000 
is (·harged to in(,Ollle-tax an(l super-tax and Rs. 5,000 
ollly to super-tax. 

He-nee the total income is divided into the following 
l'lahs :-

(1) llu'ome l'hargell to income-tax Ilnd 
sl1per-tax Rs. 60,000 
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(2) Income charged to super-tax only ... 

Income-tax payable on Rs. 60,000 at the 
rate of 26 pies 

Rs. 5,000 

Add sur-charge 1/12 

Rs. 8,125 

Rs. 677-1 

Rs. 8.802-1 

Super~tax payable on Rs. 15,000 
(Rs. 65,000 ~ 50,000) at 1 anna flat 
rate 

Add sur-charge 1/12 

Rs. 

Rs. 

937-8 

78-2 

Rs. 1,015-10 

Now, regarding (1) above effective rate for 
I/T . 2·347 annas 

Regarding (1) above effective rate for SIT' ·25 

Total effective rate for India 

Less U.K. rate of relief @ 2s. 6d., i.e., 
-12/-

Indian rate of relief on slab (1). i. e. , 
Rs. 60,000 

2·59 

2·00 

·5~) 

Regarding '(2) above, effective rate for SIT ·25 

Less'U.K. rate of relief ... 2·00 

In this case no relief is allowed in India. 

l'iote :-
Indian effective rate 2·59 

U.K. effective rate 4·00 

Rate of relief 2·00 

annas 

" 
(i.e., 5s.) 

,. 

" 

" 

" 

" 
" 

" 

Total effective rate for India is neces"ary m this 
illustration only with referellce to shlb (1). 
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Experts' Report criticised: 

The Report by suggesting "all income basis" 
has hrought about further complications in Eection 49, 
namely, Double Taxation Relief. Already double taxa
tion rE'lief matters are complicated and they are rendered 
more difficult by the di1Ierent conditions of taxation 
mattE'rs and principles existing in the two countries. 

The. matter should not be further complicated b)T the 
adoption of " all income basis." The gain which is 
expe<:ted from the adoption of this basis will be largely 
rroul"ed by (1) payments by way of double taxation relief 
alld (2) payment to the machinery to be specially set up 
for looping with the additional work of the department. 
The Income-tax Department has already sufficient work 
if it has to be carefully done. There is no doubt that in 
matters of sectton 49, the Income-tax Officers have hardly 
any control over things taking place in United Kingdom. 
Cases take inordinately long time for disposal and all 
this is without much corresponding gain to the State 
Revenue. 

There is no doubt that a portion of the Indian revenue 
ill returned by way of this relief. AU sterling companies 
working in India get a relief through the shareholders' 
01' members' personal assessments. The cases of Sterling 
Tea Companies are glaring instances which render the 
l'olltention of doing away with any such relief still 
stronger. Firstly, tea companies are exempted to the 
E'xtE'nt of 60 per cent, and then relief is given in addition. 

The ltmtinuance of any such relief can be very fairly 
anti rE'asonahly opposed on the ground that the Indian 
f,',rl"hf'qller dop.or not get the tax twice on the same source 
of iut-ome and as such froin the point of view of the Indian 
Exchequer there is no double taxation and hence a reliel 
(·:umot he justified. A person who has the means of 
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carrying on trade in two countries may safely be pre"U1ued 
to have means of paying tax to both the eountries and t be 
country in which income accrues or arises should never 
be called upon to make any refund whatsoever. It is up 
to the U.K. Government to give a relief where they have 
charged Indian Profits t!J U.K. tax. \Vhile without 
getting Income-tax twice into the Indian Exchequer, relief 
to U.K. assessees is given, it may be pointed out that the 
dividends of an Indian company are subjected to Super
tax twice-once asa company and again in the hands of 
the shareholders. In this case, however, double taxation 
is defended by calling the taxes in two different names. 
but the individual knows that he has to bear the hurden 
twice for the same dividend. 

Section 49A. 

Where an assessee is en~itled to a refund, LT.O., 
or A.C. or Commissioner may set off refund wholly or in 
part against any tax payable by the assessee. 

S.ection 49B. 

A.n Executor, Administrator 01' Trustee or othet 
legal representative is entitled to receive such refund 
in case the assessee cannot claim it due to death or 
bankruptcy, etc. 

Section 50. 

Claim for refund must be made within one year fl'om 
the last day of the year in which the tax was recovered 
or before the last day of the financial year commencing 
after the expiry of the previous year, in which the income 
arose on which the t::\X WIlS recovered, whichever period 
may expire later. 

Date of recovery of tax-28th .June, H)36. 
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Last date of the year being 31st December, 1936, 
claim for refund must be made within 31st 
December, 1937. 

Section 50A. 

When I.T.O. refuses.a claim of refund, an appeal 
may be made to the Assistant Commissioner. 

The appeal shall be presented within 30 days of the 
date of the refusal. 

Section 51. 
Failure to make payments 

" " deliver returns or statements 

" "grant inspection 

shall be punishable with a fine which may extend to Its. 10 
per day during which default continues. 

Section 52. 

This section specifies items of offence and brings them 
under particular section of the Indian Penal Code. 

This section will apply when false statement has been 
furnished deliberately with the full.knowledge that it is 
untrue. 

Ganga Sagar 'V. Emperor (1929, U.P.). The CaRe arose out 
of a false return. Justice Mukerjee observed, " The Government 
Advocate l1as told us that Hs. 3,00,000, were really only a sUlall 
portion of the taxes Mr. Ganga Sagar should have paid in the 
rourse of several previous years. We have no evidence on the 
point and even, then if this were true, the law did not provide 
for recovery of taxes on 'escaped income' for more than one 
year (see section 34). The Income-tax authorities were, therefore, 
trying to realize, by the threat of prosecution, what they could 
not realize under the Law. This is a hardly desirable conduct 
in officers of the Government who are really servants of the State 
and, therefore, of the people. Then, I am rather surprised to find 
that when the negotiations for rompounding the offence fell 
through, Mr. Ganga Sagar was .rharged not only witq 1m offence 

F.18 
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under. sectionl 77', I.P .C., but also with offe~ce under sections 193 
s,lld,,465,' LP .C. Neither the offence under section 193 ~or the 
offence under section 465, LP .C., is compoundable; if the mcome
tax authorities be~ieved that Mr. Gang~ Sagar had committed 
offence under these two sections of the Indian Penal (Jode, they 
had no right to drop the prosecution under those sections, on 
receipt of money. The talk of compromise could only have 
1;elated to. the .offence under section 177, LP.C., read with section 
52; Income-tax Act. In that case, on the failure of the compro
mise, no prosecution under sections 193 and 465· should have been 
ordered. The officers of the Crown, therefore, on whose behalf 
tp'e·learn~d" "Government Advocate is, now pressing for a sentence 
of imprisonment, have hardly been fair in. their dealings with 
Mr. Ganga Sagar, and the prayer for a sentence of imprisonment 
comes but with ill grace from. their mouth." Again he observed, 
" it must indeed be conceded that a man who is liable tQ pay 
a tax' is entHled to take shelter under all devices which he may 
adopt, within the law, to avoid payment of the tax. Indeed, the 
whole sch~me of the Indian Income-tax Act contemplates that 
people, liable t.Q he assessed with the Income-tax, were likely to 
shirk makin~ t~ue disclosures and if they did go wrong they were 
to be treated wIth more or less leniency." 

'" Jy.stice Niamatullah. observed "The 'Act empowers the 
Iitcome-tax authorities to' compound offences on receipt of money; 
but it was never the intention of the leg-islature that the power 
conferred by it should be used to obtain as much money as 
possible by holding out a threat of prosecution." 

It was also decided that a letter received by the LT.O. 'from 
the assessee together with a statement in Hindi and a blank form 
attached' would constitute the making of a return. " 

Section 53. 

Assistant Commissioner alone can direct a pro~ecu~ 
tio~ for an offence under Eection 51 or 52. 

·A.ssistant Commissioner may stay any proceedings or 
compound any such offence. . 

Section 54i. 
This .section states that income-tax record.s are to be 

kept confiden"tiaL 

". J( a:r;ty publi~ servant discloses any particulars con
~~ined in' any statement, return, etc., he shall be punish
able with imprisonment which may extend to 6 months.' 
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Section 55. Charging section for super-tax. 
In addition to income-tax, super-tax shall be charged 

ott the total income of 
(1) individual, 
(2) Hindu undivided family, 
(3) company, 
(4) unregistered firm, 
(5) other association of individuals' (not being a 

registered firm). 

Super-tax is levied on slab basis, i.e., different slabs 
of the income are super-taxed at different (progressive) 
rates. 

Super-tax on companies is levied at a flat rate. 

Section 56. 

Total income for super-tax is the same as for income-
tax. 

'J 

Section' 57. 

Resident partners of 'a registered firm are jointly 
and severally responsible for super-tax due from non
resiaent partner. 

Section 58. 

This section states that all provisions of the Act 
shall apply except sections 3, proviso of section 7(1), pro
visos 2 and 3 of section 8, 14(2), 15, 17, 19,,20, 21, 48, 58F 
and 58G(2) and (3). ' 

Super-tax is payable by the assessee ,direct except as 
provided in certain sections. 

Section 58A.-M. 

These sections give special prOVISIons to certain 
classes of provident funds which are known in the Act as 
Recognised Provident Fund. 
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Recognised J.>rovident Fund means a provident fund 
wllich has been and continues to be recognised by the 
Commissioner in accordance with the provisions of 
Chapter IX A of the Act. 

Exemption of " Recognised " Provident Funds:-

" The main conditions to which such Provident :Funds must 
conform in order to secure these concessions are 1-

(1) 

(2) 

(3) 

that the f~ds shall be vested in two or more trustees 
or in the Official Trustee under an)rrevocable trust; 

that the employer shall not be entitled to recover any 
sum whatsoever from the Fund except where the 
employee is dismissed for misconduct or voluntarily 
leaves employment without adequate reasons; 

that in any case such recoveries shall be limited to the 
contributions ma.de by the employer himself; 

(4) that the subscriptions of the employees and the contri
butions by the employer shall be regular and not 
casual; 

(5) that the employers' contribution should not exceed the 
employees' subscription as a rule; and 

(6) that the employee shall be employed in India or the 
o principal place of business of the employer shall be 

in British India. 

The inconfe-tax concessions are: ~ 

(a) 

(b) 

(c) 

Contributions to a Recognised Provident Fund boOth by 
the employee and, the employer taken together shaH" 
be exempt from lllcome-tax but not from super-tax 
up to 1/6th of the employee's annual salary. In addi
tion, an employee can obtain under section 15(1) 
rebate of income-tax on insurance premia subj~ct 
to the limit laid llown in section 15(3). If in any 
Fund the contributions made by an employee exceed 
the 1/6th limit the excess contributions and the 
interest thereon together with interest in excess of 

. the prescribed lllaximum (at present 6 per cent) 
will be liable to tax. 

Income on the investments held by the Fund is also 
exempt from income-tax. 0 • 

The accumulated balance due to an employee which 
includes interest on contributions--is also exempt 
from income-tax and super-tax and is not to be 
included in computation of the total income, pro
vided the employee has rendered continuous service 
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with hi. employer for not less than five years. The 
Commissioner has also power in certain circum
stances to allow the exemption even when the service 
rendered is less than this period. 

The contributions made by an employer to the individual 
accounts of his employee in a recognilled l'und, leu recoveries if 
lany under the "provisions of section 68-C (1) (f), are to be allowed 
811 an item of expenditure under section 10(2) (ix) as the Fund is 
an irrevocable trust." (I.T.M.) 

Section 58E (1). Annual accretion in any year shall be 
deemed to have been received in that year and shall be 
included in the Total Income. 

Hence, Employer's contribution "} 
Employee's contribution to be included in 

the Total Income. 
Interest on accumulations. 

Proriso :-Provided that Total Income for purposes of 
section 15(3) will include only Employee's own 
contributions. For all other purposes, Total Income 
is as per (1) above. 

Section 58F. (1) Exempt:'ons include both the contri
butions which will not exceed 1 of salary (salary in
cludes so much only of an employee's remuneration 
as is of a specific monetary amount and is payable 
periodically) . 

(2) 6 per cent interest on accumulations is exempt
ed from I.T. (But not from S.T~) 

WORKING OF RECOGNISED PROVIDENT FUND 

1l1tutratw.,. : 

A'. salary is Rs. 400 per month in a Mercantile h~use, whe~e 
be pan Rs. 25 per month from his pay to the RecogDlsed ProVI
dent Fund. A's employer pays Rs. 600 annually to A's credit 
by way of Provident Fund contribution. A pays life insurance 
premium of Rs. 1,200 annually. Find out A's taxable income. 
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8.tatement 0/ ta.xable income. 

1. Net salary Rs.4,5OU 

Employee's Provident 
Fund contribution, Rs. 300 

Rs.4,800 

2. Annual accretion:-

employer's Rs. 600 

employee's Rs. 300 

Int. on PIF Ale Rs. 108 

Rs.1,008 

. Less. employee!s i: con-
tribution . Rs; 300 Rs. 708 

Total Income 

3. DeduCtions on account of Provident 
!Fund and Life Insurance premium 
will be ! of (Rs. 5508 minus Rs. 708) 

(a) Provident Fund allowed l' of 

, . 

salary ... Rs. 800 Rs. 800 

{b) Life Insurance premium due 
(in this case) nil 

4. Exempted interest at 6% on accumu~ 

lations (i.e., PIF Ale) ... Rs. 108 

Rs. 5,508 

Rs. 908 

Taxable Income .. ; Rs. 4600 

Illustration: 

A's salary is Rs. 400 per month in a Mercantile House where 
he pays Rs. 25 per month from his pay to the Recognised Provident 
Fund. He has income from other sources Rs. 6000. A's employer 
pays Rs·. 600 annually to A's credit by way of Provident :I!'und 

\ 

contribution. A pays life insurance premium Rs. 2000 annually ~ 
Find out A's taxable income. 
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Statenumt 0/ tazablB incO'1n6. 
1. Salary 
2. Annual accretion: -

employer's Rs. 600 
employee's Rs. 300 

Int:on P/}'A/c Rs. 108 
Rs. 1008 

Less employee's contri-
bution Rs.' 300 

3. Other sources 

Total Income 
.1. Total deductions in respect of 

Provident Fund and J,ife Insurance 
prmium will be.: 

i of (Rs. 11508 11linUI Rs. 708) Rs. 1800 
(a) Provident Fund deduction 

being 1 of salary, i.e., Rs. 800 
(b) L.I.P. deduction will be Rs. 1000 

Rs.l800 
5. Exempted interest being 

6% on accumulations (P/F A/c) ... Rs. 108 
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Us. 4800 

Rs. 703. 
Rs.6000 

Rs. 11508' 

Rs. 1908 

Taxable. Income ... Rs.9600 

Working 0/ Government Provident Fund. 

Illulltration: 
A is a Government servant and his salary is Rs. 400 per 

Jl)onth. He pays Rs. 25 per month to his Provident Fund. 
Government contribution is Rs. 50 per month. A pays Llfe 
Insuran('e premium of Rs. 1200 annually. Find out A's taxable 
income. 
1. Salary Rs. 4800 

Total income .,. Rs. 4800 
2. Deduction on account of 

. ··Provident Fund and In. 
rmrance premium not exceed-
ing 1/6 of Rs. 4800 ..• ·Rs. 800 

Rs. 4000 (til 6 pies=Rs. 125. 

Note: 

lts. 4000 Taxable 

. (1) If dedu('tion 01 in('ome-tax from his salary has already 
heen made after taking into accountUfe Insurance premium 
paympl)ts thpn JiO rpfund or no ex('Pss payment has ~o be made. 
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(2) If on the other hand income-tax from his salary has been 
made without any reference to Provident Fund and Life Insurance 
premium payments, a refund will be made to the assessee. 

Section 59. 
The Central Board of Revenue may make rules for 

carrying out the purposes of the Act and for the ascertain
ment and determination of any class of income. 

(1) A rule has almost the same force as a £ection. 

(2) The rules framed by the Central Board of Revenue 
must follow from the Act so that no conflict may arise. 

(3) If there is unfortunately any conflict between two 
rules or between a rule and a section, the section will 
prevail. 

(4) Rules are forj!:h~ guidance of fiscal officers. 

Section 60 . 
. , __ The G.overnor-General-in-Council may by notification 

in the Gazette of India make an exemption, reduction in 
rate or other modification in respect of any class of income 
in whole or in part. 

Exemption under section 60.-Some important items only 
are given below:-

These classes of income shall be exempt from the tax payable 
and they shall not be taken into account in determining the total 
income of an assessee-

(a) -Scholarshiplt-granted to meet the cost of education. 

(b) The y~eld of Post Office cash certific~tes. 
(c) The interest on deposits in the Post Office Savings 

Bank.· , ... 

(d) The income of a University or other educational institu
tioJilto exisHng" solely for educational purposes and not 
for' purposes of profit. 

(e) The salary of His Majesty's Trade Commissioners in 
India. 

(f) Gratuities which are granted by the Railway Board or 
. undero general orders issued by the Railway Board to 

em]>loyees on their retirement or discharge from 
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service.or, in the event of their death while in service, 
to their widows or children or other members of 
their families-. 

The allowance or salary paid in the United Kingdom 
to officers of Government on- leave or dutv in that 
country whether 8u~h allowance -or salary is paid in 
sterling in the United Kingdom or by means of 
negotiable rupee drafts on a bank in India. 

(11) The leave allowance or salary drawn from any Colonial 
Treasury by offir('rs of GoYel'nment on leave or duty 
in the Colony. 

(i) l .. eave salaries or leave allowancefl paid -in the United 
Kingdom or in a Colony, to officers of local 
. authorities, or to the employees of Companies, or of 
pri!,ate employers on leav~; in the United Kingdom 
or 1D such Colony. _ -

(j) Va ration salaries paid in the United ~ingdoni or in- a 
Colony to Judges of High Courts or of Chief Court!;!, 
to J udi(·ial Commissioners, or to other officers of 
Government, when on vacation therein. 

(1.-) The pensions of offirers of GoveTnment residing out of 
India drawn from any Colonial Treasury or paid in 
the United Kingdom, whether such pensions are 
paid in sterling or by means of negotiable rupee 
drafts on a bank in India. 

The pensions paid in the United Kingdom or in a 
Colony to officers of local authorities or employees 
of companies or of private employers, such officers 
or employees being resident out -of India. 

(m) The interest on Mysore Durbar Securities . 

.. E:remptiollR-Incomel included in "total income."-'l'he 
following classes of income shall.be exempt from the tax payable 
unller the said Act. but shall be. taken info account in determining 
tht-total inrome of an asseFlsee for the purpoFles of the said Act:-

(1) The interest on Government securities purchased 
through the Post Office, and held in the custody of 
the Arrountant-General, PORt and Telegraphs. 

(2) Sums received by an assessee on account ~1 salary, 
honus, commission or other remuneration for services 
rendered, or in lieu of interest on money advanced, 
to a person for the purposes of his business, 

F, 19 

where such sums have been paid out of, or determi.J;led 
with reference to, the profits of such husiness. 

and, by reason of such mode' of payment or determina
tion, have not been allowed as a deduction but have 
been illl'luded in the profih of the llUsiness on which 
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income-tax has been assessed and charged under the 
head '" business " : 

Provided that such sums shall not be exempt from the 
payment of super-tax unless they are paid to the 
assessee by a person ot.her than a company and have 
already been assessed to super~tax. 

(3) 'l'he profits of any Co-operative Society other than the 
. Sanikatta Salt-owners' Society in the Bombay 

Presidency for the time being registered under the 
Co-operative Societies Act, 1912 (II of 1912), the 
Bombay Co-operative Societies Act, 1925 (Bombay 
Act. VII of 1925), or the Burma Co-operative Societies 
Act, 1921 (Burma Act VI of 1921), or the dividends 
or other payments received by the members of any 
such Society on account of profits. 

The exemption which extends both to income-tax and imper
tax applies only to "profits" in the strict sense of the word as 
used in the Act and does not include " income" derived by Co
operative Societies from interest on securities or dividends. The 
Societies whose income liable to income-tax is not taxable at the 
maximum rate or who have no income liable to tax should apply 
to the Income-tax Officer concerned for the issue of exemption 
certificates authorising persons paying interest on securities not 
to deduct any tax at source or to deduct tax at a lower rate than 
the maximum, as the case may be. 

'Vhere a Co-operative Society incurs a loss under any head of 
income that has been exempted from tax by notification under 
section 60 (1) of the Act, such loss may be set off under s!"ction 24 
against any income that is not so exempted. 

(4) Such part of the profits or gains of a firm which has 
discontinued its business, profession or vocation as 
is proportionate to the share of an assessee in the firm 
at the time of such discontinuance, if i~come-tax 
has at any time been charged on such business, 
profession or vocation under the Indian Income-tax 
Act, 1918 (VII of 1918), or if an assessment has been 
made on the firm in respect of such profits or gains 
under sub-section (1) of section 25 of t.he Indian 
Income-t.ax Act, 1922 (XI of 1922). 

The above exemption applies only to income-tax and not to 
super-tax. 

Apart from the particular cases mentioned in this paragraph, 
the incomes or portions of incomes exempted under section 4 of 
the Act and under the orders of the Governor-General-in-Council 
under section 60 of the Act referred to in paragraph 11 are not 
only not subject to income-tax or super-tax, but they are also not 
to be taken into account in determining the rate of tax on other 
income; they are excluded from considE'ration altogether." 
(I.T.M.) 
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Co-operatiYe Society'*' 

(1) Co-operative Society is to be assessed like an 
individual, i.e., when the Total Income is Rs. 2000 or over. 

(2) For purposes of Income-tax, pure business profit 
of a Co-operative Society shall be found out. 

, 
(3) Such profits (pure business profits) are exempt 

from liT and SIT but will enter into the -Total Income 
for determining the rate. 

(4) Therefore Co-operative Society's profits from:

(a) Interest on Securities, 

(b) Dividends, 

(c) Property, 

(d) Other source~, 

are taxable. 

Illult1'ation: 

If a Co-operative Society has the following· incomes:

(1) Pure Business Profit ... Rs. 15,000 

(2) Interest on Securities 
(gross)... Rs. 13,000 

(3) Dividends (gross) Rs. 16,000 

Then the Total Income Rs. 44,000 
llence, its rate is 25 pit'~. 
Total Income ... Rs. 44,000 

IJt's8 Pure Profit exempted Rs. 15,000 

Rs. 29,000 

Refund will be allowed on Rs. 29,000 at the rate of 1 pie in the 
rupee .. 

• Seetion 28 of the Co-operative Sodety Act proYidet!:-
The Governor-General-in-Council may in the ease of any 

Registered Society or class of Registered Society remit income-tax 
payable in respect of the profits of the Society or of the dividends 
or other payments receivt'cl by the mpmbers of the Society on 
8('('ount of profits. 
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Illust1'Ution: 

A Co-operative Society has-

(1) . Pure Business Profit... Rs. 15,000 

(2) Interest on Securities 
(gross) Rs. 13,000 

(3) Dividends (gross) Rs. 16,000 

(4) Property ren~s Rs. 22,000 

Rs. 66,000 Total Incollle. 

Total Incollle .:. Rs. 66,000 

Less Pure, Profit exelllPted Rs. 15,000 

Us. 51,000 to be taxed at 
25 pieR. 

Dividends and Interest on Securities have borne 26 pies tax. 
Therefore tax at 25 pies will be charged on rents, viz., on 
Rs. 22,000 and refund will be allowed at 1 pie on Rs. 29,000. 

Con~inuing Illustration above, find out Super-tax payable. 

S,uper Tax; Total Income 

Less Pure Profit 

Exemption Statutory 

First Rs. 20,000 at 9 pies 

Rs. 1,000 at '15 pies 

11lllstrat·ion: 

Rs. 66,000 

Rs. 15,000 

Rs. 51,000 

Rs. 30,000 

Rs. 21,000 

Rs. 937-8-0 

Rs. 78-2-0 

Rs. 1015-10-0 

A mall receive:; a salary of Rs. 300 p.lll.· IIe has all invest
lpim,t'in Securities the profits froni which amount to Rs. 4,000 
(gross). He got a dividend from a Co-operative Society-the gross 
amount of dividend lleing Rs: 5,060. 
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Therefore A's Total Income

Salary 
Interest on Securities 
Co-operative Dividends 

Total Income 
Less Co-operative. Dividend 

Rs. 7,600 at 1 anna 
Already taxed at 6 pies 

on Hs. 3,600 
Interest on Securities at 

26 pies on Rs. 4000 

To be refunded to A 

Rs. 3,600 
Rs. 4,000 (gross) 
Rs. 5,000 (gross) 

Rs.12,6CO (rate 12 pies) 
Rs. 5,000 

Rs. 7,600 at 1 anna. 

Rs. 112-8 

Rs. 542-0 

Rs. 654-8 

Rs. 475 

Rs. 654-8 
Rs. 179-8 

149 

A Co-operative Society sho.ws the following parti
eulars :-

Pure Business IJoss 
Interest on Securities (grot;l» 

Rs. 40,000 
RI!. 1,00,000 

Total Income Rs. 60,000 (rate 25 pies). 

Tax already deducted on Rs. 1,00,000 is Rs. 13,542 

Tax due .on the Total Income of Rs. 60,000 is Rs. 7,812 

Refundable to the Society is Rs. 5,730 . 
lilultf'atwn: Super-tax. 

A Co-operative Society has:-

Pure Business Profit 
Dividends (gross) 

Total Income 
Less Pure Profit Exemption 

Lesl! Statutory Exemption 

Rs. 
15,000 
25,000 

40,000 
15;000 

25,000 
30,000 

JI iI/US 5,000 

No rebate is permissible to the individual assessee on 
dividends received from Co-operative Society (in case the Co
operative Society made its profits 'from different sources). 



150 II::TCOME-TAX LAW AND ACCOUNTS 

Hence, it is notta:x.able to Super-tax. In such a case the Total 
Income loses its significance altogether. 

Illustration: Sup~r-tax. 
A Co-operative Society has:-

Pure Business Profit 

Dividends (gross) 

'rotal Income 

Less Pure Pl'ofit Exempted 

Less Statutory Exemption 

Rs. 20,000 at 9 pies=Rs. 937-8-0. 

Illust'l'ation: 

Rs. 
1,50,000 

50,000 (A) 

'2,00,000 

1,50,000 

50,000 

30,000 

20,000 

If (A) above is Rs. 30,000 instead of Rs. 50,000, then, no 
SIT can be imposed. The tot.al income loses its significance 
again. Hence, the inclusion of pure business profits into the 
Total Income for Super-tax purposes is hardly of any meaning, 

A far-fetched method may be discussed here but is of douM-
ful value: -' . 

Total'Income 
Less Statutory Exemption 

Rs. 20,000 at 9 pies=Rs. 
Rs. 50,000 at 15 pies=Rs. 
Rs. 50,000 at 21 pies=Rs. 
Rs. 50,000 at 27 pies=Rs. 

937 8 0 
3.906 4' 0 
5,468 12 0 
7,0:n 4 0 

Rs. 17,343 12 0 

Rs. 2,00,000 
Rs. 30,000 

Rs. 1,70,000 

Super-tax payable on Total Income Rs. 2,00,000 IS 

Rs. 17,343-12-0. 
Therefore Super-tax payable 011 Rs. 50,000 (non-pure profit) 

is Rs. 4,335-15-0. 

Objections to this method are 

(1) It does not follow from the preEent law. 

(2) Super-taxing Rs. 1,70,000 is tantamount to 
super-taxing the "pure profit. ", for, the 
latter is definite part of R.,. 2,00,01)0. 
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(3) The exemption of Rs. 30,COOis, by th:s method, 
indirectly split into two parts and only a 
proportionate abatement is given to non
pure profit. 

(4) "Pure profit " exemption is of the nature of 
" Tax-free" securities. It enters the total 
income and is eliminated-the Act has ne,"er 
allowed a deduction of that amount of tax 
which is determined by the ratio existing 
between the Total Income and Tax-free 
Income. The Act has provided a deduction 
of the whole Tax-free income from the 
entire income and then tax has been :mposed. 

(5) The idea of exempting the pure profit is to 
encourage Co-operative trading and transac
tions and therefore calling for a far-fetched 
method to get a larger tax from the societies 
is altogether out of tune. 

Note:-
It is difficult to imagine a more poorly worded in

struction and ill-thought-out plan for assessment of Co-
operative Society. 

Para 18 (I.T.M.), first six lines suggest as if, rents 
from house property as a source of income of a Co-opera
tive Society will be included in the pure profit of a society. 
It will be difficult to agree with this view. 

The Society as assessee and shareholder as assessee 
should be separately dealt with. 

Section 60(2). 

'Vhere an as~ssee for' any reason gets salary for more 
than 12 months and as a result his income is assessed at 
a higher rate than what would normally have happened, 
the Governor-General may grant any relief he thinks tit_ 
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Section 61-

Any assessee can appear before the Income-tax 
authorities himself or authorise anybody in writing to 
~ppear on his behalf. 
Section 62. 

Receipt shall be given for any money paid. 

Section 63~ 

A notice must be served by registered post or by any 
method of service which is effective. 

Notice or requisition should be addressed to 

(a) any member of a firm, 

(b) the manager or Karta of the H. U. Family or 
to any adult male member of the fandy, 

(c) principal officer of any "Association of 
Individuals.' , 

Section 64 .. 

Place of assessment is that where the business lies 
or where the principal place of business is situated. Where 
an assessee has got business and other sources, the principal 
place of business will determine the place of assessment. 
Where no business is carried on, the place of residence' 
will determine the assessing authority. 'Vhere the asses
see's business.es are carried on in more than one province; 
the question is. to be determined by the Commissioners of 
the provinces conoerned .. Where the Commissioners do 
not agree, the Central. Board will decide the question. In 
case the assessee raises any dispute, th~ I. T. O. should 
refer the matter to Commissioner. 

Section 65. 
Every person deducting, retaining or paying any tax 

under this Act in respect of income belonging to another 
person is hereby .indemnified·· for deduction, etc. 
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Section 66. 
(1) When a question of law arises the Commissioner 

may, either on his own motion or on reference from any 
Income-tax authority, refer it to High Court with his 
own opinion. 

(2) An assessee can move the Commissioner to refer 
to High Court any question of law arising out of an order 
under section 31 or 32 or order under section 33 enhancing 
an assessment or otherwise prejudicial to him. 

(3) When on application under section 66(2) the 
Commissioner refuses to state the case, the assessee may 
apply to High Court and the High Court may require the 
Commissioner to state the case. 

(4) The High Court may refer any case back to the 
Commissioner and direct any addition or alteration in the 
statement. 

(5) The High Court shall decide the questions of law 
mised thereby. 

Note:-

(a) Appeal under section 31 or 32 having been 
disposed of, any question of application for 
reference can arise. 

(b) No reference on the merits of an assessment 
can be made under sections 1, 2, 3, above. 

(c) Reference lies in respect of questions of law 
arising out of the orders under sections 31, 
32 and 33 directly made; but 

(d) when these orders are revised by the order 
under section 33, no right of reference lies. 

(e) 

F.20 

The Commissioner does not function as a court 
when he refers a matter to the High Court 
under section 66(1),. but only as a party and 
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is 'entitled to appeal to Privy Council under 
s~tion 6g(2). -

(I) The Chief Court of Oudh is a High Court within 
the meaning of section 66 of the Income-tax 
Act. 

Section 66A. 

When any case has been referred to High Court under 
section 66, it shall be heard by a bench of not less than two 
judges of the High Court. 

An appeal from any judgment of the High Court shall 
lie to the Privy Cdunc~l where the High Court certifies it 
to be a fit one for such an appeal. 

Section 67. 

No suit in any civil court can be brought to set aside 
or modify any assessment and no p~osecution can be allow
ed against any Government servant for acts done in 
goodfaith. 

Section 67A. 

Computation of periods of limitation. 

The essentials of Hindu Undivided Family may be 
said to consist in: 

(1) common nucleus of ancestral property, 

(2) common fund, 
(3) common worship, 

( 4) common food. 
Hindu Undivided Family is treated in the Act as a 
separate entity and taxed as such. 

" Where the incomes, profits and gains of a member 
of an H. U. F. consists of his personal earnings and ac
quisitions by his own exertions they must be treated as 
his self-acquired propNty and not as a joint family •. 
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property, unless they flow from the employment in busi
ness or otherwise of the joint funds." (I. T. M.) 

All schools of Hindu will come under H. U. F. 

In Sardar Kirpal Singh 11. Commissioner of Income
tax, Punjab, the members of a Hindu undivided family 
formed themselves into a limited company allotting a 
specified number of shares to each of them. The Income
tax authorities refused to recognise this as a company and 
assessed the shareholders as Hindu undivided family. The 
High Court held that once it has formed into a company, 
Income-tax authorities have no right to treat it otherwise. 

Hinda Undjyided Family. 

(1) To pay income-tax like an individual, 't.e., over 
Rs.2000. 

(2) Portions of Hindu Undivided Family incomes 
received by individual members are not to be included in 
the total income at the time whep. individual members are 
separately assessed either to income-tax or super;.tax. 

(3) Even if the Hindu Undivided Family income is 
below Rs. 2000 (i.e., when it is not taxed as Hindu 
Undivided Family income at the hands of the manager 
of the family) the portions distributed (as mentioned in 
paragraph 2 above) are not to be taken'into acco~t in the 
separate assessments. 

(4) Super-tax exemption Rs. 75000. 

(5) Paragraphs 2 and 3 above apply to super-tax also. 
(6) Allowances paid to a member of the family are a 

part of the income of the head of the family. 

(7) Hindu Undivided Family cannot be registered 
as a firm. 

(8) Joint family members may separate but still may 
continue to carry on business jointly as before in which 
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-Case they will either be taxed as a firm or as an Associatioil 
of individuals but not as H. U. F. 

In Maharaja Visweswar Singh 11. -C.LT. Bihar (April 1935), 
the Maharaja of Darbhanga, the holder of impartible Raj and 
the elder brother of the assessee, by an agreement made a 
, babuana ' grant to the assessee consisting of a number of villages 
in consideration of the assessee giving up all «laims to the 
properties of the assessee's father. In addition to the above grant 
the Maharaja of Darbhanga gave him an allowance of. Rs. 48000 
annually. It was decided that this allowance- was not liable to 
tax un-der section 14(1) as the allowance was received" as a 
member of the Hindu Undivided Family." . 

In Vizianagram MaharajKumar 11. C.I.T:, U.P. (January 
1935), the question arose in the Allahabad High Court as to 
whether the allowance of Rs. 10,000 per month received b% the 
younger brother of the Maharaja of Vizianagram who holds an 
impartible Raj:, could be assessed to tax. The assessee claimed 
under section 14(1) that this income was exempt as it was received 
" as a member of the Hindu undivided family." The High Court 
came to the conelusion that the allowance received by the assessee 
came under -section 14(1), but referred the matter to the Privy 
Council for authoritative pronouncement under section 66A, sub
section (2). 

In Moolji Sicka and others 11. C.I.T., Bengal (1935), it was 
decided that Hindu undivided familymean~ a Hindu coparcenary 
for the purposes of the Income-tax Act. Justice Lord William 
observed: "The necessity for making Hindu undivided family 
liable as such for income-tax was that the income and property 
of Hindu undivided family is undivided. The members have no 
separate income or property and cannot, therefore, be taxed as 
individuals. According to Mitakshara, until partition it cannot 
be said of any member that he has any definite share in the joint 
property. But Income-tax Act obviously is concerned only with 
income available for taxation and the owners of such income, and 
if there is no property or no income, an Income-tax Act has no 
application. It follows that the Act has no application to a 
Hindu Undivided family in the wider sense to which I have 
referred. Its provisions are attracted only fwhere there exists 
property or income, that is to say, where there is a joint family 
property or joint family income or, in other words, where there 
exists a Hindu coparcenary." 

" .... if it were otherwise, a most absurd and unanticipated 
position would arise. Every Hindu possessing property or income 
who married would, ipso facto, become with his wife a Hindu 
Undivided Family and subj,ect to taxation as such. The Income
tax Act, so far as Hindus are concerned as individuals, would 
apply only to bachelors. This cannot have been intended. In 
my opinion, therefore, where in the section of the Income-tax Act 
a Hindu Undivided Family is mentioned a Hindu coparcenary is 
meant." 
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In Lakshminarayan, '11. C.LT., Bombay (1935), which came 
up a little later, the Bombay High Court held that the Hindu 
Undivided Family has been used in the Act in a wider sense (not 
coparcenary). Therefore even in the absence of any other male 
memher~ the family 'Would be regar~ed as Hindu U~divided ~a~ily 
for Income-tax purposes. In thIS case the Hmdu U:ttdlVlded 
family consisted of assessee, his father, mother and wife. 
On the death of the father, the family consisted of the other three. 
The question was as to whether the sole surviving male members 
would be taxed as an individual or as Hindu Undivided family .. 

The High Court decided that it was a Hindu Undivided 
Family consisting of a sole male member and female. members 
entitled to maintenance. 

The question is very important and the two High 
Courts have clearly differed. 

Impartible Estate:-
(1) Estates that cannot be legally partitioned . 

. (2) Generally governed by rules of primogeniture. 

(3) It is still a joint family and the holder of such an 
estate will be assessed as the Head of Hindu Undivided 
Family and not as an individual. (Kishen Kishore v. 
C.I.T., Punjab, 1933.) 

(4) Allowances payable to junior members are an 
allowable deduction in calculating the assessable income 
of the head of the family. (Kishen Kishore v. C.I.T., 
Punjab, 1933.) 

(5) In n.aja Shiv Prasad Singh of Jharia (1924), 
it was held that the Finance Act contemplated larger 
deduction for Super Tax in a case where income is that 
of a H. U. F., o~ly in which they are all jointly interested 
and not in the case of an impartible Estate where income 
is the sole property of the holder for the time being and 
therefore the larger exemption claimed (the assessee was 
assessed to Super Tax as individual) could not be allowed. 

(6) Maintenance allowance received by junior members 
of an impartible Raj would be exempt under section 14(1). 
[Vizian~gram case, U.P., 1935.] 
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The Hindu 'Gains of Learning Act of 1930 provides 
the following ;-

Notwit~tanding any custom, rule or -interpretation 
of the Hindu Law, no gains of learning shall be held not 
to be the exclusive and separate property of' the acquirer 
merely by reason of-

(a) his learning having been, in whole or in part, 
imparted to him by any member, living or 
deceased, of his family, or with the aid of 
the joint funds of his family, or. with the 
aid of the funds of any member thereof, or 

(b) himself or his family having, while he was 
acquiring his learning, been maintained or 
supported, wholly or in part, by the joint 
funds of his family, or. by the funds of .any 
member thereof. 

Stridhan:-

Properties owned absolutely by Female members of 
Hindu Families are called Stridhan. 

8uch properties have the following characteristics ;

(i) The female has the complete control both over the 
Corpus and the income. 

(ii) Therefore she can alienate the property without 
any restriction. 

(iii) Such properties are ordinarily obtained by gifts 
or presents from ber husband or his relations or from her 
father or her other relations. 

These incomes not being Joint Family incomes (and. 
being separate incomes) cannot be taxed in the Joint 
Family income. As the Income-tax law stands at present. 
females are taxed separately as individuals in respect 
of Stridhan. 
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The following incomes are ordinarily assessed in the 
hands of a female separately :-

(t) Stridhan. 

(it) Hindu Woman's Estate. 

(a) Estate which she inherits either from he I' 
husband or from any other relation. 

(b) She has complete control over the usufruct of 
such a property Quring her lifetime. 

(c) but her right to the Corpus of the property is 
restricted to the extent that she cannot make 
a testamentary gift of it or alienate it except 
under certain circumstances which technical
ly constitute " legal necessity." 

(iii) Annuity. 

Until recently the law was that a female was taxed 
as a separate individual in respect of all her incomes and 
therefore incomes from Stridhan, Hindu woman's pro
perty and annuities were taxed separately in her hands. 

But as the law stands just at present by the addition 
of an amendment to section 16 of the Act, the incomes from 
" assets transferred ..... apart" have got to be included 
in the total income of the husband and be assessed to tax. 

The question now is how 

(1) assets. transferred 6y husband to wife absolutely 
with right of transfer (in other words an absolute gift) 
which transfer though not made " for adequate considera
tion " can at all be brought under husband's assessment 1 

(2) assets transferred by Muslim husband to his wife 
in lieu of dower debt (which may be for any amount) 
which transfer will no doubt be " for adequate considera
tion .. be assessed under the present law 1 
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Experts' Report Critioised: 

TheHindu Undivided Family system is coming down 
from time immemorial and its status is recognised by law 
but it is difficult to hold that it should be charged to 
Income-tax as a separate entity. Under the present law 
a joint family is taxed and this is' more or less an accepted 
position. But the Report has recommended far-

o reaching changes seriously affecting the Hindu families. 
The main suggestion is unsound and unfair as it con
templates to include members' separate incomes into the 
joint family income and then assess 50 per cent of the 
total income. The suggestion made seems to ignore the 
fundamental position under the Dayabhaga Law and for 
the matter of that even the Mitakshara Law. It is well
known that under Dayabhaga Law no son or heir is entitled 
to any share in the property until after the death of the 
father and even that depends on father's Will or expressed 
intention. So that to charge a Dayabhaga son to income
tax by combining his personal earnings and the Hindu 
Undivided Family earnings is to say the least far f'rom 
equity. If this aggregation and assessment continue and 
then the Dayabhaga son finds he has been deprived of a 
share in the property, is it not a piece of tragic irony 1 In 
the case of Mitakshara son also, he does not get his share or 
even ascertain his share until partition. Under this 
circumstance to charge a Dayabhaga or a Mitakshara son 
to income-tax by combjning the two earnings is carrying 
into effect the suggested "Due basis" with vengeance. 

The far more inequitable suggestion is to assess 50 per 
cent. In all reason and equity the total income should 
be divided by the number of members forming the Co
parcenary. The report admits that Hindu Undivided 
Family is under certain hardships now but the report puts 
.it ;under far greater hardships. It is bound to create an 

l>ossible situation. 
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Joint-Stock Company:-

(1) To pay I~ T. at the highest rate on the whole of 
its statutory profits whatever be the amount of profits. 

(2) A Joint-Stock Company's dividends are not taxed 
again (only included in the Total Income) in the hands 
of the shareholders. 

(3) To pay· Super-Tax at the Flat Rate of one anna 
on every rupee (over Rs. 50,000 of the total income), Even 
when the Company pays, Super Tax at gTaded rate will 
be levied individually on the assessee's total incomes which 
will include gross dividends also. 

Registered Firm:-
(1) To pay LT. at the maximum rate (i.e., 26 pi~) 

whatever the profits may be. 

(2) Every partner has to includ~ his portion of the 
registered Firm's profits into his Total Income. 

(3) 1\ partner will get a refund if more tax has been 
paid than his total income makes him liable. 

(4) Not to pay Super-Tax as such but individual 
partners are to pay separately (their respective share~ from 
the 1:'irm being included in their total incomes). 

Unregistered Firm:-
(1) To pay LT. at the graded rate like an individual. 

(2) Each partner's share is to be included in his total 
income to determine th~ rate irrespective of the Firm 
sh9wing profits ever or below Rs. 2,000. 

(3) But that particular portion is. not to be ta}(ed 
again if the Firm's profits are over Rs. 2,000. 

(4) If the Firm is taxed at a rate different from the 
rate applicable to the separate Total Income of the 
individual partner, the usual rule of adjusting thea rate, 
(i.e., levelling the rates to the one applicable to the total 

F, 2l 
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income) ending in a refund or further payment, will not 
apply. The Firm's assessment will not -affect the indivi
dual's other incomes. This principle of isolation does 
no~ . .operate where the unregistered Firm has not been 
taxed as such. . 

. (5) If the Firm is not taxed-its profits being less th~ 
Rs. 2,000, then every individual partner must include his 
own share. in his separate Total Income to determine the 
rate and to pay tax on that portion according to the rate 
determined by the Total Income. 

(6) To pay Super-Tax like an individual on that 
amount which is in excess of Rs. 30,000. 

(7) If the Firm as such pays S. T., the individual 
partner is not to pay again on the same share and it is to 
be particularly noted that an individual's share is not even 
included in his _ Total Income for S. T. purposes even to 
determine the liability. 

(8) But if the Firm as such is not super-taxed, only 
then, is the income which any individual member of an 
unregistered Firm receives from the Firm, included in his 
Total Income and charged to Super-Tax. 

Suppose an -unregistered Firm's profits amount to" 
Rs. 1,00,000, for super-tax 

1st 30,000 Nil 

2nd 20,000 at 9 pies Ha. 937 8 0 

3rd. 50,000 at 15 pies .. ~ Rs. 3,906 4 0 

Rs. 4.843 12 0 

: Suppose the above Rs. 1,00,000 is shared by A, Band C in 
the following manner: - ' 

A Rs. 60,000 

B Rs. 33,000 

C Rs. 2,000 
-,,--

lls.I,OO,OOO 
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Supposing also that A's other incomes 
B's other incomes 
C's other incomes 

From the above--
A's total income is 
B'8 total 'income is 
C's total income is 
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N:il 
RI.28,000 
Rs. 15,000 

Rs. 60,000 
Rs. 66,000 
Rs. 17,000 

Further, in the ordinary way A and B should be super-taxed 
over Rs. 30,000 but for Super-tax purposes,'" the unregistered 
Firm's profits once super-taxed must not be included in the part
ners' individual assessments. 

Therefore, individually S./ T. is not payable; although as a 
partner . of the unregistered Firm B bears a portion of 
Rs. 4,843-12-0 being S./l'. payable by the Firm. 

If the Firm instead of being unregistered is a registered 
Firm, then-

(1) as firm it wou't be super-taxed. 
(2) A's separate total income is Rs. 60,000, therefore S./T. 

-on Rs. 3O,OOO=Rs. 1,718-12-0, 
(3) B's8eparate total income is Rs. 66,000, therefore S./T. 

__ on R8. 36,000=Rs. 2,187-8-0, 
(4) 0'8 separate total income i8 Rs. 17,000, therefore S./T. 

Nil, . 

Therefore the total 8uper-tax realisable from the iudividual 
partners is Rs. 3,906-4-0; whereas, in the case of the unregistered 
Firm ~he S./T. realisable is Rs. 4,843-12-0. 

llltutration; 

J
C

A

B Profits Rs. 75,000 1 
Rs. 25,000 
Rs.25,OOO 
Rs. 25,000 

If unregistered, S./T. will be levied on Rs. 45,000 as firm, 
:. S./T. Rs. 3,281-4-0. 

If registered, no Super-tax as firni,· 
no Super-tax individually as each share is 

below Rs. 30,000. 

U nregistered }~irm:-

P .... fi .. Ro. 29,500 f i 
AI Firm, no S./T. is payable. 

Rs. 1,000 
.. , Rs. 28,000 

Rs. 500 
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But as unrt'gistered Firm is not, in this case, liable to S./T., 
these above individual shares will be included in the separate 
assessments. 

Unregistered Firm lIembers cannot claim refund when tax is 
paid, as firm. Illustration given below: - . 

Illustration: 
A, B, Care lIembers of an 

A's share 
:n's share 
C's share 

unregistered Firm 
Rs. 1,800 
Rs. 2,500 
Rs. 1,700 

Us. 6,000 

Rs. 6,000 will be taxed at 9 pies as unregistered Firm." A 
and C cannot claim refund at 9 pies (total income being below 
Rs. 2,000, A and C will not be taxable). B cannot claim refund 
at 3 pies (total income being liable to 6 pit'S). 

Illustmtion: 

When no tax is paid as firm (unregistered).. . 

{

A Its. 600 
Profits Us. 1,850 B Rs.900 

. C Rs.350 

Assuming A's other income 
,. B's other incoome 

" 
C's other income 

A's Total' Income 
B's Total Income 
C's Total Income 

Illustration :: 

Rs. 1,850 

Rs. 1,700 
Rs. 12,800 

Nil. 

Rs. 2,3UO (rate being 6 pies). 
Us. 13,700 (rate being 12 pies): 
Rs. 350 (not taxable). 

Assuming, C's (unregistered Firm) income (being 
a share of Rs. 6,000) Rs. 1,700 

C's other incomes Rs. 9,800 

The unregistered Firm's profits Us. 6,000 must have "been 
taxed at 9 pies. Therefore, Rs. 1,700 has been taxed at 9 pies. 

C's total income is Rs. 1,700+9,800=Rs. 11,500. 

Hence, the rate applicable is 12 pies in the rupee". Ordinari
ly, 12 pies should be imposed on the entire taxable income but in 
this particular «ase of an unregistered Firm, no additional tax 
of 3 pies on -Rs. 1,700 can be made. As refund to A and C was 
not allowed, so additional payment cannot be demanded by I./T. 
Authorities. The amOlmt Rs. 9,800, howevt'r, will be taxed at 
12 pies. " 
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Association of Indiyiduals:-

( 1) To pay tax like an individual (over Rs. 2000). 

(2) If .the total income is below Rs. 2000 then each! 
one's share of the profits or income will be included in 
each one's ~eparate assessment and will be taxed at the rate 
determinf'd by the total income. 

(3) If the association has been asse~sed as such then 
also each one·s share of the profits or income will be includ
ed in each one's separate assessment for the purpose of 
determining the liability and rate. 

(4) But this share of profits or income received from 
the association will not be taxed again. 

(5) No refund of tax will be allowed. 

(6) To pay super-tax like an jndividual. 

·From income-tax point of view association of indivi
duals is exactly on the same footing as unregistered firm. 

That being so, why is this assessee (association of 
individuals) conceived? Probably it is due to the fact 
that there are sortle organisations or venture which cannot 
properly call themselves firm. 

Chamber of Commerce, club, co-operative society are 
instances of .. association of individuals." 

In Chambers of Commerc~, Hapur v. C.I.T., U.P. 
(1936), the Chamber being registered as a Company 
under section 26 of the Companies Act (i.e., association-not 
formed for earning profits) claimed to be exempted from 
income-tax. The High Court decided against this· claim. 

In U. X. Elias and others 1J. C.I.1.'., llengal (1935), a certain 
hOlllle property was bought by four individuals and they were 
joint owners holding the property as tenants in common. The 

• ,,"ote.-There is a slight difference between "unregistered 
Firm" and" association of individuals," for according to section 
5:;, the shart' of income from the " association of individuals" 
t'ntering into separate personal assessments for S./T. do not enjoy 
any exemption unlik .. unregistered Firm. 



166 INCOME-TAX LAW AND ACCOUNTS 

Income-tax Officer assessed them as an association of individuals. 
The individuals contended that they should be taxed as co-owners, 
i.e., individual assessments should have been made on the owners 
of the property separately. The High Court decided that it was 
an association of individuals. 

- In Lucknow Ice Association 17. C.I.T., U.P. (1926), several 
ice manufacturing firms formed a selling association for prevent
ing .underselling. It was decided that the association was a 
separate firm and was to be assessed. 

~eani~g of "Free of Tax" and " Less Tax JJ:_ 

. • Free of Tax' in the case of Government bonds and 
Securities meails that the securities are actually free from 
tax. 

• Free of Tax' in the case of private securities ('Diz., 
Limited Companies), means that the securities are not 
actually free from tax but that the shareholders have not 
to pay tax separately frqm their own other funds and that 
the _ C0.mpany had already paid tax from its undivided 
profits. 

. .. -Less Tax " in the case of Gov~rnment Securities and 
also in the case of private securities and investments 
means one and the same thing, 'Diz., that they have to bear 
tax. Only the net amount is handed over to the security 
holders. 

From the investor's point of view securities issued 
income-tax free whether by the Government of India or 
byLOcal Government mean the same thIng. 

11l1,t.strations : 
(1) Rs.500 Alpha Trading Ltd. @ 7% (Less Tax) 

means Rs. 35 (gross) . on which 
Rs. 4-11-W ,(Income-tax at 26 pies) 
deducted. Hence Rs. 30-4-2 actually 
received. 

(2) Rs.500 'Var Loan 7% (Less Tax) means as above. 

(3) Rs.500 War Loan 7% (Free of Tax) means 
Rs. 35 gross and net. 
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(4) Rs. 500 Alpba Trading Ltd. @ 7% (Free of tax) 
means Rs. 35 net 
means Rs; 40-8-0 (35 x : U) gross. 

(5) Dividend 4% (~~ree of Tax) on Rs. 8300 III 

A.B. Co. Ltd. 

means Rs.332 net 

Rs. 332)C tH = Rs. 384 gross 

4H % (Less Tax) 
llZusfration : 

A company in a particular year makes profits (agreed 
to by the I.T.O.) of Rs. 40,000. It is resolved to distri
bute it as follows ;-

5% Preference shares (on Rs. 400,000) 
Ordinary shares at 7% (on Rs. 200,000) 
Balance carried to reserve 

=Rs. 20,000 
=Rs. 14,000 
=Rs. 6,000 

Rs. 40,000 

I r the above dividends Rs. 34,000 are to be declared 
.. Free of Tax " then the company will have to bear tax on 
the whole of Rs. 40,000 (26 pies rate). The whole 
Rs. 34,000 will go to the shareholders and tax on Rs. 40,000 
will be paid to the Income-tax authorities out of' the 
undivided profits of the company. 

If the above dividends are declared • Less Tax,' then 
the company will firstly pay tax at 26 pies rate on· 
lis. 40,000 but later will recoup tax· on RE:. 34,000 from 
the shareholders. The baJance of tax will have to be borne 
by the company, i.e., the tax on Rs. 6,000 will not be 
recouped. 

. . 

Assessment of Life Insurance Companies. 
In accordance with section 59 of the Act, the Central: 

Boa~d of Revenue has framed the following rules prescrib~' 
ing ~he manner in which and the procedure by which t~~' 
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incoI.lles, pr()fi.ts and gains shall be arriveg. at IJ,l the case 
of ~nsurance Companies. 

Rules:-

25. In the case of Life Assurance Companies incor
porated in British India whose profits are periodically ascertained 
by actuarial valuation, the income, profits and gains of the Life 
Assurance Business shall be the average' annual net profits dis
closed by the last preceding valuation, provided that any deduc
tion~ made from the gross' income in arriving at the actuarial 
valuation which are not admissible for the purpose of income-tax 
assessment, and any Indian income-tax deducted from or paid on 
income derived from investments before such income is received, 
shall be added to the net profits disclosed by the valuation. . 

26. Rule 25 shall app}y also to the determination of the 
. income, profits and gains derived from the annuity and capital 
redemption business of life assurance companies, the profits . of 
which can be ascertained from the results of an actuarial 
yaluation. 

27. If the Indian income-tax deducted from interest on the 
investments of a company exceeds the tax on the income, profits 
and gains thus calculated, a refund may be permitted of the 
amount by which the deduction from interest on investments 
exceeds the tax payable on such income, profits and gains. 

28. In the case of other classes of insurance business (fire, 
marine, motor car, burglary, etc.) of a company incorporated in 
British India, the income, profits or gains shall be determined 
in accordance with the provisions of the Act, iubject to the 
allowance specified in the rule next following. 

29. If' in the ordinary accounts of any insurance busineslt 
other than Life Assurance, Annuity, or Capital Redemption 
:Business carried on by an Insurance Company any amount is 
actually charged against the receipts for th~ sole purpose of form
ing a reserve to meet outstanding liabilities or unexpired risk in 
respect of policies which have been issued (including risk of 
exceptional losses) and is not used for any other purpose sucl~ 
amount may.be treated as expenditure incurred solely for the pur
pose of earnmg the profits of the business. 

30. Any amount either written-off in the accounts or 
through the Actuarial Valuation Balance Sheet to meet depre
ciation of, or loss on, securities or other assets, or which is carried 
to a reserve fund formed for that sole purpose and not used for 
any other purpose, may be treated as expenditure incurred solely 
for the purpose of earning the profits of the business. AJ!Y sums 
taken credit for in the accounts or Actuarial Valuation Balance 
Sheet on account of appreciation of or gains on the securitie~ 
or other assets shall be deemed to be income chargeable to tax, 
subject always to deduction of such .portion thereof as has been 



LIFE INSURANCE COMPANY 169 

otherwise taken into ac('ount in (,alculating the income, profits or 
gains. 

31. The· income, profits and gains of companies carrying on 
Dividing Society or Assessment business shall be taken at 15 per 
cent of the premium income in the previous year and, in the 
case of non-resident companies, at 15 per cent of the Indian 

-premium income in the previous year. 

32. Notwithstanding an~·thing contained in rules 25 to 31, 
the total income, however, of an insurance company carrying on 
more than one class of busineFs shall be determined by its aggre
gate income from all classes of businesses. 

35. The total income of the Indian branches of non-resident 
insurance companies (Life, Marine, Fire, Accident, Burglary, 
Fidelity Guarantee, etc.), in the absence of more reliable data, 
may be deemed to be the proportion -of the total income, profits 
or gains, of the companies, corresponding to the proportion which 
their Indian premium income bears to their total premium income. 

For the purpose of this rule, the total income, profits or gains 
of non-resident J~ife Assurance Companies whose profits are 
periodically ascertained by acturial valuation shall be computed 
in the same manner as is prescribed in rule 25 for the computa
tion of income, profits and gains of Life Assurance Companies 
incorporated in British India. 

COMPUTATION OF PROFITS OF LIFE INSURANCE 
COMPANY 

From the quinquennial report of the valuation of the Liabi
lities and Assets of the Oudh Insurance Co., Ltd., Lucknow, as 
on 31st December, 1935, the following extract is taken:-

The Valuation Balance Sheet is as follows:-

Rs. Rs. 
Net liability under 

I,ife Assurance 
Funds as per 

Balance Sheet ... 2,52,84,292 
transactions ... 2,27,70,645 

Surplus 25,13,647 

2,52,84,292 2,52,84,292 

Out of this surplus of Rs. 25,13,647, the expenses of valua
tion amounting to Rs. 20,000 have to be met leaving a sum of 
RII. 24.93,647, to which must be added interim bonuses paid of 
Rs. 1,30,555 and thus the total surplus emerging during the 
f}uinqut'nnium inclusive of the sum of Rs. 30,824 brought for
ward from the laRt valuatioD ('omes to be Rs. 26,24,202. 

F.22 
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CONSOLIDATED REVENUE ACCOUNT FOR 5 TEARS 
COMMENCINq 1. 1. 1931 AND ENDIXG 31. lit. 1935. 

Income Rs. Expenditure. Rs. 

Life Fund at the beginning 1,(5,87,931 Claims paid and Out-
Premium '" 2,0I,SO,115 standing ... SO,OO,OOO 
Interest and Surrenders 12,00,000 
Dividends and Expenses of manllge-
Rents 50,56,856 ment 50,00,000 

Less income-tax 4,17,330 Income-Tax and Suppr-
46,39,526 T8JI: 2,06,770 

Other incomes 2,83,490 Life Fund at the pad .... !!,5:?,84,292 

-----
Total Rs. 396,91,062 Total Rs. '" 3,96,91,062 

Assessment 1936-37. 

Surplus as per report .. .: 
I,ess balance brought forward 

from previOlls valuation 

Less Expenses of valuation 

Add Interim bonuses paid 

Add Income-tax on Interest, 
Rents and Dividends 

Add Income-tax and Super-tax 

Rs. 

1,30,555 

4,17,330 

2,06,770 

7,54,655 

Rs. 

25,13,64i 

30,824 

2!,82,8?3 

20,000 

24,62,82.'3 

7,54,655 

32,17,478 

Rs. 32,17,478+5=Rs. 6,43,495 being the annual averal;re 
:profit for I./T. purposes, 
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WESTERN INDIA MARINE INSURANCE CII., LTD. 

- Revenue Ale lOT the year ending 31. 12. 1934. 

B.s. a. p. Rs. a. p. 

Nt!t Premiums ... 7,25,000 ° ° Losses less 
Interest ... 2,15,000 ° 0 salvage ... 2,70,000 0 ° 
Transfer fees .. , 250 0 0 Commission .. , 1,20,00U ° ° 

Charges Gene-
ral ... 2,10,000 0 ° 

Surplus trans-
ferred to P. 
& L. Ale ... 3,40,250 ° ° 

9,40,25t) ° ° 9,40,250 ° ° 
P. and L. AccQunt. 

Re. Rs. 

lJi vidend of 40% declar- By halanee brought 
ed ..• 2,00,000 for war d from 

Balance c/d 45,000 the previous year 2,45,000 

2,45,000 2,45,000 

By balance brought Income-tax & Super-tax 20,000 
U ndt!rwriting Suspense down 45,000 

Alc ... 1,00,000 
Balance 118 per BIS ... 2,65,250 

By surplus transfer-
red from Revenue 
Ale (1934) 3,40,250 

3,85,250 

Analysis of-Interest Rs. 2,15,000;-

(1) Interest on taxed securities (gross) 
Interest on tax-free securities 

(2) Interest earned outside British India 
and not brought in 

(3) Less Interest paid 

3,85,250 

B.s. 

12,260 
1,63,000 

1,75,260 

40,350 

2,15,610 

610 

2,15,000 
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Assessment 1935-36. 

Surplus as per Revenue Ale 

Less Interest earned outside British India 

Less Underwritin~ Suspense Account 

Less Interest 011 securities 

. Business income 

~rotal Income of the Company

(a) from business proper 

(b) from Interest on securities 

... 

Income-tax on Rs. 24,640 at 26 pies per rupee 

Surcharge 1/6 

Rs. 
3,40,250 

40,350 

2,99,900 

1,00,000 

1,99,900 

1,75,260 

24.640 

24,64U 

1,75,26C 

1,99,900 

3,336 10 8 

556 1 9 

3,892 12 5 
Note:-

Taxable securities have already been taxed at the highest 
rate of 26 pies. 

Super-tax. 

Total Income Rs. 1,99,900 

Less Exemption Rs. 50,000 

Rs. ],49,900 
Super-tax at 12 pies pel' rupee on 

Rs. 1,49,900 Rs. 9,368 12 U 

Surcharge 1/6 ... Ra. 1,561 7 4 

Rs. 10,930 3 4 

payable. 

The actuarial surplus is the basis of the Life Insurance 
assessment. The annual average of the surplus is to be 
found out. This is the method which follows from the 

In the assessment 1936-37 the rate of surcharge is T\r 
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rules (~5 to 35). Another point of view is given in the 
following working:-

Life assurance fund on 31. 12. 25 Rs. 2,45,000 
Less liabilities under Life Assurance tran

sactions on 31. 12. 25 

. Deficiency 
l.ife Assurance fund on 31. 12. 30. 
Less liabilities under Life Assurance tran

sactions on 31. 12. 30. 

Rs. 3,45,000 

Rs. 1,00,000 
Rs. 4,70,000 

Rs. 5,30,000 

Deficiency ... Rs. 60,000 

In the assessment of 1931-32 the Life Company claims 
t hat it has made a loss of Rs. 12,000 being the annual 
average on Rs. 60,000. 

The Income-tax Authorities on the contrary take the 
view that the deficiency on 31st December, 1925 
of Rs. 1,00,000 is reduced to Rs. 60,000 on 31st December, 
1£30, which means that there must have been profits of 
Rs. 40,000 during 1925 to 1930, which alone could have 
reduced the deficit. Hence, the annual average would be 
Rs. 8,000 profits. 

Therefore, Company's conten~ion is loss of Rs. 12,000 
Income-tax Department's contention is 

profit of ... Rs. 8,000 

The question is-Can such a contention of ~he Income~ 
tax Department be justified? To what extent does this 
method follow from the ex.isting rules? 

A case of great interest to the Life Insurance 
Companies has been recently decided by the Calcutta 
High Court, viz., the case of North British and Mercan
tile Insurance Co., Ltd. 

Three questions emerged from the case:-
(1) Where income-tax is charged on the income of un 

Insurance Company as per rules made (rules 2:; to 
35), whether the Company CUll claim credit un<lcr 
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section 18(5) of the Act for any deduction of tax 
made at the source. 

(2) When profits of an Insurance Company are computed 
as per rules made (rules 25 to 35) whether the Com
pany is entitled to claim that from the amount thus 
computed the amount of income of the Company in 
respect of interest on tax-free securities can be 
deducted in computing the assessable income. 

(3) Whether for correction of late of mcome-tax the 
Income-tax Officer has any jurisdiction to reopen 
assessment under section 34 or to reassess at a 
higher rate than the one previously adopted. 

Whether the Assistant Commissioner has jurisdiction to 
enhance the said assessment. 

'With regard to the first question, all the judges agreed that 
the Company can claim credit under section 18(5) for any deduc
tion of -tax on interest on securities made at source. 

'Vith regard to the second question, Derbyshire C.J. and 
Costello J. agreed that the Company is entitled to claim that 
from the amount ascertained according to rules 25 to 35, the 
amount' of the income of the Company in respect of the interest 
on tax-free securities shall be deducted in computing th assess
able income. 

Panckridge J. disssented. He observed: "It follows that 
before the assessees can complain that the assessment '\"iolates 2nd 
proviso to section 8, they must show that the tax demanded is 
being demanded in respect of income, profits and gains which are 
covered by the section as being interest on securities. In my 
judgment, the assessees have failed to establish this. 'That is 
to be assessed to tax is the annual a'\"erage net profits disclosed by 
the last preceding valuation with the additions provided for by 
rule 25." 

In this particular issue, the Commissioner made some very 
dear, helpful and able observations. He says: "As regards 
the determination of the assessable income the rule is empirical 
and helps us to arrive only at a " notional figure" not necessarily 
the actual figure of any particular year. In my opinion this 
figure does not refer to any particular source or sources as con
templated by section 6 of the Act and does not admit of any dis
section or analysis ... These rules are intended to be self
contained provisions for assessment of Insurance Companies and 
to a case where these rules will apply the provisions contained 
in sections 6 to 12 shall have no application. That this is the 
intention of the law will be evident from rule 30, which pro
rides for allowing depreciation on assets (otherwise allowable 
under section 10) and losses which are not ordinarily allowed." 

With regard to the third question, Panckridge J. said: 
" There is more to be said for the argument that when what is 
appealed against is an assessment or reassessment under section 34 
the Assistant Commissioner is., bound to, confine himself to what 
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is coTered by luch assessment or reassessment and cannot deal 
with matters cOTered by a previous assessment made under section 
23. I prefer to base my decision that the Assistant Commissioner 
had no power in this case to enhance on the ground that the 
reas&e88ment under section 3-l was on the face of it without j:uris
diction and as such should have been annulled with the result 
that the original. a88essment under section 23 would have stood." 

MUTUAL LIFE INSURANCE COMPANY 

There are mutual benefit societies and mutual insur· 
ance companies whether limited companies or otherwise, 
whose main purpose is the mutual benefit of the members. 
In such cases, the income is not assessable. The object of 
mutual benefit in the constitution and it!? business in 
accordance therewith is an indication of non-assessability. 
Each case has to be examined and assessment will depend 
upon the circumstances. In the cases of Madura Hindu 
Permanent Fund, Ltd., and Millowners Mutual Insurance, 
the profits were exempt. In the case of National Mutual 
Life Association a portion was exempt. If such a 
" fund " or business makes income from interests, etc., 
received from outsiders, the income will evidently be 
assessable. 

The English case Styles 17. New York Life Insurance Co. (2 
tax cases 460) the surplus which was distributed between th eparti
cipating policy-holders consisted of 

(1) sale of life annuities, 
(2) profits arising out of business carried on with· non

members, . 
(3) exce88 premiums paid by participating policy-holders 

over the cost of their insurances, 
(4) profits arising out of non-participating policies. 

In this case it was decided that the surplus arising from the 
excess premiums paid by participating policy-holders is not profit 
liable to tax. . 

An important case (National lIutual Life Association 17. 

C.I.T., Bombay) has recently been decided by the Bombay High 
Court and later on finally decided by the Privy Council (5 I.T.C.). 

The Head Office of the Company is Melbourne (Australia). 
liranches in India-Calcutta and Bombay. Company is . limited 
by guarantee and has no share ('apital. F;l"'ery person who insures 
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his life with the Company under a participating policy is deemeJ 
to have become a member of the Company. The surplus profit 
is distributed amongst the members. 

The Company's Articles provide that triennial actuarial 
valuation is made by the Actuary for all its business and the 
8urplus profits for three years thus ascertained are distributed 
amongst the participating policy-holders. 

The Company while making a return of its income from its· 
Brititsh Indian business for the accounting year submitted with 
the return a revenue account and balance sheet for that year. The 
Income-tax Officer in assessing under section 23(4) proceeded 
under rule 35 but ignoring altogether the principle of Style's 
case, made a calculation entirely ignoring the non-participating 
prem,iums received, including the whole amount of consideration 
received in respect of annuities, deducting nothing in respect of 
their or in respect of the Company's liabilities or expenses of 
non-participating business. 

The Privy Council decided that-
(1) Income-tax Officer was justified in resorting to rule 35 

and therefore computation on the basis of the triennial valuation 
reports was the most reliable method of computation in the case of 
Life Insurance Companies. 

Here the right of the Income-tax Officer was established. 
(2) The assessment was not valid or legal assessment inas

much as the total income, profits or gains of the Companies 
referred to in rule 35 was the income, profits or gains as they 
would be ascertained for the purpose of the Act and even accepting 
the contention of the Bombay High Court that the premium in
come referred to in rule 35 includes premiums received in re
spect of participating poLicies, the total income referred to ~as 
the incomes and gains as ascertained for the purposes of the Act. 
In other words in calculating such incomes for rule 35, the pre
miums received from participating policies should be excluded (as 
per Style's case). 

Note:-
The Central Board of Revenue accepted that Style's 

case applies in India. 
Applying rule 35, 1. T .0. assessed thc Company as follows:-" 

(1) Premiums of the Company as a whole for the £ 
year ended 30. 9. 30. 3,244,476 

(2) Premiums of the Company in British India 
for the same period 

(3) X et assessable profit of the C~mpany as a 
whole based on the triennial inyestigations 
as at 30. '9. 2-8. 

Proportionately, profit of British India 
(converted in Indian Currency-Rs. 5,14,020.) 

87,942 

1,405,027 
38,083 
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Millowners Mutual Insurance A880ciation 11. C.I.T., Bombay. 
This Mutual Insurance Company was limited by guarantee without 
any share capital. Articles provided ascertainment of profits 
after 3 years but profits to be distributed to only such members 
as would be enrolled during the first 2 years. It was decided that 
the surplus of the calls, premiums or any further sum received 
by the Company from its members O11er its expenditure for the 

, year, was not assessable to tax under the Act. 

In Lakshmi Insurance Co. 11. C.I.T., Punjab. It was decid
ed that no assessment can be made until the first valuation has 
been made. 

In Bharat Insurance Co. 11. C.I.T., Punjab, the High Court 
decided that profits allotted to participating policy-holders of an 
Insurance Company are profits of the Compall.Y and not 
expenditure incurred for earning ·profits and are aSSl'ssable to 
Income-tax. 

SOCIAL CLUB 

The income of a social club is not liable to be taxed 
except in so far as it deals with outsiders and makes 
profits. The members in such cases pay themselves cer
tain sums of money for certain pastimes, amenities and 
conveniences and if they overcharge themselves the 
surplus which is applied to providing conveniences cannot 
be called profit as the members cannot trade with them
selves and make profit. 

In the Royal Calcutta Turf Club v. Secretary of State 
it was decided that 

(1) entrance fee t.o the stand paddocks and gate 
money, 

(2) entrance fee paid by owners of horses, 

(3) book-makers' licence fee, 

(4) percentage of totalisation, 

were taxable. 

Madras Critical Club (1934). It took lease of a land 
from Government and erected a building. Though the 
club contended that they were not the owners of the land 

F.23 
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still it was held that the assessee was taxable as owner 
under section 9 of the Act. 

Illustration: TEA COMPANY 

C1'OP account fOTthe period 1. 1. 1935 to 31. 12. 1935. 

To cost of production: - £ £ 
Cultivation 2,400 By Tea Rale 49,872 
Manure 1,600 
Crop Expenses 2,000 
Tea chests 1,800 
European Establishment 3,000 
Indian -Establishment I,GOO 
Stores and- Implements 600 
Livestock and Motor trans-

port 575 
*Buildings 51 

Roads and bridges 125 
General charges 340 
Land Rent 185 
:Law charges in India 155 
Coolie expenses 290 
Insurance of Factory buildings 160 
Loss of Profit Insurance 272 

*Machinery 42 
Manager's Commission 760 
Exchange 50 
Crop rights 400 
Brokerage and Sale Expenses 

in India 630 
Freight up to Calcutta 320 

London charges:
Freight 
Dock' charges 
I usurance Marine 
Brokerage and sale expenses 
Age~lt'.s allowances and com-

mISSIOn 

Office expenses 
Directors' Remunerat.ion 
Profit 

2,020 
360 
90 

1,050 

1,200 
600 
300 

26,917 

49,872 49,872 

• 'l'he t.wo items Buildings and Machinery have been found 
t.o be capital expendit.ure. 



TEA COMPANY 

fro/it and Loss Account. 

'fo Balance transfer-
reel to Balance Sheet £27,767 

,£27,767 

Por Income-ta.t::-

Profit as per crop account 

Adcl back New buildings 
New Machinery 

Aclel Interest in Iuelia 

Profit on Crop 
Ale 

Interest in U.K. £600 

Interestin Inaia £250 

£51 
£42 

179 

£26,917 

£850 

£27,767 

£26,917 

£93 

£27,010 

£250 

£27,260. 

'£27,260 to be converted into rupees at the rate of Is. 6d. 
:. lb. 3,63,467 

40% of Rs. 3,63,467 = Rs. 1,45,387 -is liable to tax in case of 
tea concerns (Total Income). 

Income-tax at 26 pies on Us. 1,45,387 ... Rs. 19,687 13 0 

Aelcl surcharge 1/12 Us. 1,640 10 0 

Rs. 21,328 7 0 

For Super-ta.z:-

Total Income 

Less 

Us. 1,45,387 

, .. Rs. 50,000 

R!I. 95,387 at 12 pie!! 

Surcharge 1/12 

Rs. 95,387 

Us. 5,961 11 U 

Ri!. 496 1:1 0 

Rs .. 6,458 8 0 

As surcharge does not illustrate any principle of law or 
ac('ountll, it has not been counted in the problems of this book 
ex(,ppt in a few cases to show its working. 
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Note:-

(1) Where tea seed is produced for the assessee it 
w.ill be included in the profits. 

(2) Where tea seed is sold to a third party no tax 
will be levied. 

(3) The whole cost of up-keep of extensions of the 
Estate which are not in bearing will be allowed as 
expense, e.g., weeding, draining. 

(4) Capital Expenditure, e.g., acquisition, clearing 
and draining of the land, making of roads, erection of 
buildings before cultivation begins are not allowed as a 
charge against profits. 

(5) When planting is completed, the annual cost of 
!lp-keep of such extensions should be allowed. 

(6) Expenditure on the maintenance of an area that 
has not reached maturity is a Revenue Expenditure. 

_ (7) Any expenditure that creates a potential source 
of recurring revenue at whatever stage in the development 
of Estate is Capital Expenditure. 

Tea bushes are potential sources of revenue. 

(8) The cost of planting bushes in replacement of 
bushes that have died or become permanently useless in 
an area already planted will be allowed as expense, 

If an assessee gets dividend from a Tea Company 
(limited) of Rs. 3,400, his gross income is Rs. 3,932-8-6. 
While the Tea Company pays Income-tax on profits 
derived partly from Agriculture and partly from industry 
and therefore a percentage (40%), according to rule, 
will be taxed; it must be remembered that an individual 
should be taxed on his entire receipt, i.e., 100% from in
vestment-no matter whether it is Tea or Sugar or any 
other industry (though present practice is different). 
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t:;l'EllLISG ISt:;UllA~CE CUlIP ANY WITH llRASCn IN 
. INDIA 

Devonshire Life At>8urance Co., Ltd., has a surplus pf 
£1,500,000 as per its anuual \"aluation report inclusive of 
£300,000 brought forward from previous year. Out of this 
amount the Company appropriates £100,000 to Investment 
Revenue }'und. The following is the Revenue Account after in
corporation of the branch profits. 

RevelllU Account. 

£ 
1,566,626 
5,400,000 

Claims:- £ £ 
Life Assurance Fund 
Premiums 

By death 
By maturity 

2,370,000 
2,290,000 

In&erest Divs. 
and Rent '" J,200,ooO 

Less Income-
Surrenders 

--- 4,660,000 
;908,099 

lax thereon 250,000 

F inea and fees 

Expenses of manage
ment 

950,000 Commission 
201 Annuities 

Fund at the ead of the 
year. 

7,916,827 

lVorking:-

Surplus as per actuarial valuation 

Less balance brought forward from 
previous year 

Less Tranllfer to lnvestment Revenue 
}'und as per report 

.Ad.l Income-tax on Interest, Divs. & 
Rents 

1. Total world premiulll 
of which Indian Premiull~ (,m~') 

.£ 
5,400,Uoo 

10,800 

2. Total valuation surplus being £1,350,000 

730,000 
10,000 
3,608 

1,605,120 

7,916,827 

.£ 

1,500,000 

300,000 

1,200,000 

100,000 

1,100,000 

250,000 

1,350,000 

find out the Indian surplus (profits for Income-tax purposes) from 
£1,350,000 in the proportion disclosed by item (1) ahove. 
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Indian profit would thus be £2,700. 
Rate of conversion being Is. 6d. to the rupee, 

£2,700=Rs. 36,000. 
Rs. 36,000 is the Total Income. 

Income-tax at 26 pies on Rs. 36,000 
Add surcharge 1/12 

Ill11 s tmtion : 

... Rs. 4,875 0 0 

... Rs. 406 4 0 

Us. 5,281 4 0 

From the following particulars find out I.I T. payable:-

(1) Salary received per month net 
(2) Grocery profit as per P. & L. Ale ... 
(3) Property-annual letting value 
(4) u.r. Trading Co., Ltd., declared 

6% dividends free of tax on 
(5) 5% War Loan free of tax on 
(6) 7% War Bonds on 
(7) The assessee pays Life InsuI·ance 

premium 

Rs. a. p. 
233 12 0 
780 0 0 

1,500 0 0 

14,500 0 0 
31500 0 0 
1,000 0 0 

1,450 0 0 yearly. 

Statement 01 Total Income. 

Gross. Tax deducted. 
Rs. a. p. Rs.a. p. 

(1) Salary 2,895 0 0 90 0 0 
(2) Grocery 780 0 0 
(3) Property 1,500 

Less 1/6 250 1,250 0 0 

(4) 6% on Rs. 14,500 (F.T.) 1,006 0 0 136 0 0 
(5) 5% on Rs. 3,500 (F.T.) 175 0 0 Nil. 
(6) 7% 011 Rs. 1,000 (L.T~) 70 0 0 9 7 8 

Total Income ... 6,176· 0 0 235 7 8 

rate 9 pies. 

Total Income 
Less 1/6 of TIs. 6,176=Rs.l,029 

Less Income fI:om F.T. Security ... 

Rs. 4,972 at 9 pies 
Less already paid 

Refundable 

Rs. 6,176 
&"1. 1,029 

. TIs. 5,147 
Rs. 175 

Rs. 4,972 
Rs. 233 1 0 
Rs. 235 7 8 

Rs. 2 6 8 
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Illustration: 
:From the following particulars find out Income-tax payable 

by A:-
(a) Income from 4% War Bonds (tax-free) ... Rs. 3,400 
(b) Interest from Bank deposit Rs. 500 
(c) Dividends from R. N. Co., Ud. 9% (less tax) Rs. !J,918 
(d) Director's fees (gross) received Rs. 1,000 
(f') Profits (agreed with LT.O.) from a regis-

tered }'irm Rs. 700 
(/) Dividends from A.B.C. Co., Ltd. 7% (tax-free) Rs. 2,987 
(0) Profit from an unregistered }'irm representing 

i share (agreed with I.T.O.) Rs. 600 
(It) Salary as Secretary per month Rs. 20::1 
(i) He pay~ Life Insurance premium annuafly Rs. 4,050 
(i) Income from 5% War Loan (less tax) Rs. 75-1 

Statement 01 Total Income. 
Particulars of Income. Gross. Tax deducted. 

(a) 4% War Bonds (t.ax-free) 
(b) Iuterellt from Bank deposit 
(c) Dividends from R.N. Co., 

9% (I,.T.) 
(d) Director's fees 
(e) Rt'giRtt'red firm profits 
U) Dividends A.B.C. Co., Ltd. 

(F.T.) 
(g) U nrt'gistt'red Firm 1/3 share 
(II) St'loretary Rs. 200 p.m. 
(i) 0% War I,oun (1,.1'.) 

Ltd. 

7% 

·Rs. 
3,400 

500 

11,471 
1,000 

700 

3,455 
GOO 

2,400 
872 

Rs. 
Nil. 
Nil. 

1,553 
Nil. 

95 

4G8 
Nil. 

75 
118 

Total income 24,398 2,309 

Rate ,1etermint'd being 19 pit's. 
Total Income Rs. 24,398 
Less L.I.P. ~s. 4,05!J 

I,ess ·War Bonds 

Rs. 16,648 at 19.pies 
Al~eady paid 

Refundahle to A 

Rs. 20,348 
Rs. 3,400 

Rs. 16,948 
Rs. 1,677 2 0 
Rs. 2,309 0 0 

RR. 631 14 0 
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Illustration: 
The Profit and Loss Account of A.B. Co., Ltd., is as follows:-

Salaries 
Rent 
Trade "Expenses 
Debenture Interest 
Preliminary E x-

penses 
Loss on sale of in-

vestments 
Income-tax (previ

ous years' 
adjustment) 

final 

Deyreciatio1lr
Plant 10% 
Furniture 5% 
Net Profit 

Rs. Rs. 
33,0:;0 Gross Profit ... 1,45,000 
5,500 Sundry receipts 5,750 

13,500 Rent from sub-letting 500 
6,000 Premium on shares 1,500 

Govt. subsidy for 
7,500 development 0 f 

3,500 

4,000 

7,500 
250 

1,00,000 

1,80,750 

the Company's 
industry 

Dividends (Gross) ... 
8,000 

20,000 

1,80,750 

Ascertain Income-tax and Super-tax payahle (if any). The 
claim for depreciation is fully allowed. 

Profit and Loss Adjtlstment Account. 

To premium on shares 
" Govt. Subsidy 
" Dividends 
"Adjusted Profits 

Business Income 

B. Net Profit 
RB. 

1,500 
8,000 

20,O~J 
85,500 " 

1,15,001 

,: Pre I i minary 
Expense 
Loss on sale of 
investments 

" Income-tax 

Add gross income from invest 
ments 

Rs. 85,500 

Rs. 20,000 

Rs. 
1,00,000 

7,500 

3,500 
4,000 

1,15,000 

Rs. 1,05,500 Total Income. 
Tax at 26 pies on RB. 1,()'5,5oo Rs. 14,286 7 4 
Less Tax paid on Dividends Rs. 2,708 5 4 

Tax to be paid 

Total Income 
Less Exemption 

Rs. 11.578 2 0 
Svper-taz. 

Rs. 1,05,500 
Rs. 50,000 

Rs. 55,500 at 1 anna 
= Rs. 3,468-12-0 
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Note.-Dividends could not have been received gross. 'fax 
was deducted. But gross dividends have been put in the P. & 
L. Alc to illustrate that even if gross figure is found in the P. & 
L. Alc an item of another source should be written back. 

ll!udration : 

.From the following particulars find out the income-tax pay
ahle by A:-

(a) Profits from an unregistered Firm representing half 
share Rs. 900. 

(b) Income from 4% War Bonds (Tax-free) ... Rs. 3,600. 
(c) Dividends fromA. Ltd. 7% (Tax-free) Rs. 5,974. 
(d) Income from 5% War Loan. (Less Tax) Rs. 1,508. 
(e) A wins a prize in a lottery Rs. 2,000. 
(f) His life insurance premium amounts to Rs. 3,000 

annually. 

(1) Unregitltered Firm 

(2) Income 4% War Bond (F IT) 

(3) Divs. A, Ltd. 7% (F IT) 
(5974 x tU ) 

(4) Int. 6% War Loan (LIT) 
(1508 x \U ) 

Total Income 

TIs. 
Total Income 13,154 

Lese L.I.P. 2,192 

10,962 

Less War Bonds FIT 3,600 

7,362 

Already paid 

To be refunded to A ... 

Gross. 
Rs. a. p. 
900 0 O· 

3,600 0 0 

6,909 11 0 

1,744 3 0 

13,153 14 0 

@ 12 pies. 

Tax deducted. 
Rs. a. p. 

93511 

236 3 0 

1,171 14 0 

Taxable at -/1/-
Rs. 460 2 0 

Rs. 1,171 14 0 

Rs. 711 12 0 

• No tax was deducted from unregistered Firm as its income 
waa lesa than Rs. 2,000. Therefore his share- of the unregistered 
Finn profits will he iriHuded in the Total Income of the assessee 
and l:e taxed. 

r.24 
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Illustration: 
A and B carryon a business as an unregistered firm. 

They share equally. Their Profit and Loss Account for 1925 is 
as follows: - ' 

Rs. 
To Rent 
To Rlttes, etc. 
To Salaries, A 300 
To Salaries, B 50U 

To Interest on 
Capital, A 160 

To Interest on 
Capital, B 190 

To Bad Debts Reserve 
To Depreciation of 

Machinery and 
Furniture at 7% 

To Net Profit 

Rs. 
450 By Gross Profit 
40 By Bad Debts re

rovered 

800 

350 
125 

140 
5,665 

7,570 

Depreciation at 5% allowed by I.T.O. 

Rs. 
7,500 

10 

7,570 

B has an income from the following: - Rs. 
(1) Dividends from A.B.C.Co., lAd., 9% (~ess tax) 3,400 
(2) Fees as Director 1,800 
(3) Interest from 5% War Bond (Tax-free) ... 3,200 
(4) Dividends from X.Y.Co., Ltll., 6% (Tax-free) ... 2,987 
(5) Profits (agreed to by I.T.O.) from a registered Firm 

representing one-third share ... ... 40() 

Find out from the above the income-tax payable by B. 

P'fO/it and Loss Adjustment A I c. 

Rs. Rs. 
To assessable Profit 6,980 By Net Profit 

e,980 
.~--

By Salaries A 300 
By Salaries B 500 

By Interest on 
Capital A 160 
Capital B 190 

By Bad Debts Reserve 
By Depreciation 2% -

Rs. 
5,665 

800 

350 
12.5 

40 

6,980 



tQUltABLE ADJUSTMENT lS1 

Equitable Adjuitment:

}'irm Income ... Rs. 6,980 
Less salaries Rs. 800 
Lesll Int. on Capital Rs. 350 

Salary. Interest. 

A 300 160 
---

B 500 190 

B's income. 
Ra. 

(1) A. n. Co., Ltd., 90 / 10 

(lells tax) ... 3,400 
(2) Director's fees ... 1,800 
(3) 5% War Bond {tax-

free) .. ,3,200 
(4) X. Y., Ltd., 6% (tax-

free) ... 2,981 
(5) Registered firm 1/3 

share 400 
-(6) Unregistered firm ... 3,605 

:. rate 16 pies. 

Total income 

Less unregistered firm Rs.3,605 

UeIiS tax-free w.n. RII.3,200 

Rs. 1,150 

Rs. 6,830 

Firm. I Total. 
.-------~-

2915 ~_._3375 _ 

2915 I 3605 

Gross. Tax deducted. 
Rs. a. p. Rs. a. p. 

3,932 8 6 632 8 6 
1,800 0 0 Nil. 

3,200 0 0 Nil. 

3,454 13 G 461· 13 G 

400 0 0 54 2 8 
3,605 0 0 taxed separately 

16,392 6 0 1,054 8 8 

RII. 16,3926 0 

RII. 6,805 ° 0 

Rs. 9,581 0 0 @ 16 pies. 
=Ra. 198 15 2 

Rs.l,054 8 8 
already paid. 

Rs. 255 9 6 
refundable to n. 

• Unregistered firm profits must enter the total income. Tax 
has been deducted. But no refund being allowable it has not 
been included in the .. Tax deducted" column. 
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Illustration: 

K and L are equal partners in a registered firm whose assess
able net profit amounts to Rs. 49,000. K has invested Rs. 15,000 
in 7% Calcutta Port Trust Bonds and Rs. 20,000 in 5i% (Tax-free) 
'Var Loan. He is a retired Government Engineer and gets a 
pension of Rs. 560 per month. He also received Rs. 300 as 
Director's fees. 

L owns three shops the annual letting value of which 
. amounts to Rs. 360 each. 

State what amount of Income-tax and Super-tax each partner 
will have to pay. 

(1) ShIue of Rl'gistered 
Firm. 

(2 7 ';'0 Port· Trust' Bonds 
for Rs. 15,000, 

(3) 5~ ';'0 (Tax-free) War 
Loan fot' Rs. 20,000. 

(4) Pension Rs. 560 p. m. 

(5)' Director's fees 

(6) Shop-annual val u e 
Rs.l,080. 

Less ... 180. 

Gross. 

24,500 

1,050 

1,100 

6,720 

300 

K 'I - L 

i Tax I Gross. Tax 
I deducted. deducted 

13,317-11-0 24,500 3,317-11 -0 
I 
I 

142-3-0 

Nil. 

315-0-0 

I 

900. ... '" 900 Nil. 

'" 33,670-0-0 3J7Z14-0 I 25,400 13,317-11-0 1 ____ 1-__ , _______ _ Total Income Rs. 

r rate 23 pies rate 19 pies. 

[(' s assessment II T. 
Total Income Rs. 33,670 0 0 

Less FIT War Loan Rs. 1,100 0 0 

1'axable Rs. 32,570 0 0 
Hence, tax RIS. 3,901 10 0 
Less already paid Rs. 3,774 14 0 

Still to pay Rs. 126 12 0 
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Super-taz. 

Total Income 

Exemption 

Rs. 33.,6;0 0 0 

Rs. 30,000 0 0 

Rs. 3,6iO 0 0 
at 9 pies. 

Hence, S./T. 

L's assessment l/T. 

Total Income 

Hence, tax at 19 pies 

Less already paid 

To be refunded to L. 

Rs. 172 0 0 

Rs. 25,4GO 0 0 

Rs. 2,513 8 0 

Rs. 3,317 11 0 

Rs. 804 3 0 

eE/tVANr: 
Not liable to Super-tax. BRAS OF INDIA SOC/Ely,p 

Illustration: NCH liB'" A I:N -

A owns a large building in Bombay 8feMlilill'g a rent of 
Hs. 30,500 per annum. The net annual value of the property as 
per municipal assessment bills is Rs. 26,100. A wishes to have 
the following deductions made before arriving at the taxable in
come in respect of the above property:-. 

(a) Rs. 5,000 for repairs during the year. 

(b) Rs. 250 being fire i~surance premium paid. 

(c) Rs. 200 being the annual ground rent paid. 

(d) Rs. 1,800 for collection charges paid. 

(e) Rs. 1,500 being municipal taxes paid. 

(J) Rs. 1,200 being interest on a mortgage. 

(0) Rs. oW being the rent. of a portion of the house that 
was vacant during the year. 

You are required to prepare a statement, showing the tax
able income of .\ in respect of the above hOllse property . 

.\ 'II taxable income from bUliiness amouuts to HI!. 53,625. 
lIe hal! iUtlured his life lind pays an aunual premium of Rs. 15,600.
lIe has received during the year dividends from joint-stock 
(·ompanies amounting to Rs. 8,700 declared free of tax and Rs.2,900 
declared lesS tax. Determine the income-tax and super-tax (if 
IIny) payable by him. 
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House Property:-

Actual rent realised 

Less 1/6 for repairs 
" Fire Insurance 
" Ground Rent 

" Collection Charges 
" Mortgage Interest 
" Vacancy allowance 

Rs. 

5,083 
250 
200 

1,80U 
1,200 

500 

Rs. 
30,500 

9,033 

21.467 
Statement 01 A's Income Irom aU so"'llrces:

Gross Income. Tax paid. 
Rs. a. p. Rs. a. p. 

(1) Income from Business 53.625 0 0 

(2) Income from House Pro-
perty 21,467 

(3) Income from Securities ... 
(a) Tax-free Jt. Stock Divs. 
(b) Less Tax Jt. Stock Divs. 

Total Income 
(Rate 25 pies) 

Deduct L.I.P. 

10,062 11 0 
3,354 3 0 

88,508 14 0 

14,751 8 0 

73,757 6 ° 

1,362 11 0 

454_ a ° 
1,816 14 ° 

Tax on Rs. 73,757 at 25 pies in the rupee Rs. 9,603 12 ° 
Less Tax already paid Rs. 1,816 14 ° 

Rs. 7,786 14 U 
:. Rs. 7,786-14-0 still to be paid by A on the assumption 

that business has not been separately assessed. 

Municipal Tax is not allowed as a deduction. 

Statement lor Super-ta.r. 

Total Income 

Rs. 30,000 
Rs. 20,000 at 9 pies 
Rs. 38,508-14-0 at -/1/3 

Rs. 88,508 14 0 

Ril. Nil. 
Rs. 937 8 0 
Rs. 3,008 8 0 

Rs. 3,946 0 0 Super-tax 
payable. 
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Illustration: 
N AROTTAM DAS, SHAREBROKER, CALCUTTA. 

Revenue mill Profit and Loss accottnt. 
Rs. 

Establishment 13,040 Brokerage 
Bonus to staff 1,500 Directors' fees 
Depreciation: 

Office cars Rs. 400 
Furniture ... Rs. 200 

Taxi hire, tram, etc .... 
IJaw charges 
Auditors' fees 
Membership of the 

Calcutta Stock Ex
change Assooiation 

Subscription 
Ad vertisemen ts 
Medical expenses 
Office car upkeep 
Telephone 
Electric charges 
Books and papers 
Telegrams 
Stationery and printing 
Weekly share market 

report 
Stamp,. and postage 
Contract stamps 
Office rent 
Donation 
'fiffin expenses 
Calcutta money market 

report 
Commission to under

brokers 
Ret ire d partners' 

allowance 
Net profit 

Directors' Commission 
Dividends 
Interest:-

600 Govt. Securities, 
300 Bonds 
250 Debentures, etc. . .. 
550 Interest on balances of 

partners 400 
Interest allow-

500 ed by Bank 500 
50 

300 
250 

1,000 
400 
150 
600 
800 
450 

150 
450 
200 

3,000 
50 

400 

100 

600 

5,000 
28,600 

59,290 -

191 

Rs. 
45,000 

2,000 
3,000 
5,974 

1,508 
908 

900 

59,290 
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Revenue and P. Ij' L. Adjustment Account. 

Rs. 
To Directors' fees 2,000 

" 
Directors' comnUBSlOn 3,000 

" 
Dividends 5,974 

" 
Interest on Secu-
rities and Deben-
tures 2,416 

" Adjusted Profits 21,060 

34,450 

Business Income as adjusted 
Less Depreciation:-

By Net Profit 

" 
Depreciation 

" 
Donation 

., Proprietor's tiffin 

Rs. 
28,600 

600 
50 

200 .. Retired Partner's 
allowance 5,000 

34,450 

Rs. 21,060 

Depr!lciation allowed last year ... Rs. 425 
Add Depreciation . on addition 

of Fu'rniture 5% ... Rs. 75 

Statement of Total income:-

Rs. 500 

Rs. 20,560 

Business 
Interest on 

Debentures 

.. ~ , Rs. 20,560 0 0 
Securities and 

Gross ... Rs. 1,744 3 0 

" 
.. _. Rs. 1,050 5 0 

Directors fees 
Directors' commission 
Dividends 

Total Income ... 

Tax at 23 pies 
Less paid on Dividends 

on Interest on Govt. 
Bonds 

on Int. on Deb. 

Still payable by the assessee ... 

Note:-

Rs. 2,794 8 
Rs. 2,000 0 
Rs. 3,000 0 
Its. 6,909 11 

B.s. 35,264 3 

Rs. 935 11 0 

Rs. 236 3 0 
Rs. 142 5 0 

0 
0 
0 
0 

0 rate 23 
pies. 

Rs. 4,224 5 0 

Rs. 1,314 3 0 

Rs. 2,910 2 0 

(1) The procedure in the Income-tax Department is 
to. write back Depreciatio.n and then to. allow depreciatio.n 
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according to the Scheduled rate as per a running state
ment maintained in the file from the time the asset is 
acquired. 

Depreciation on office car is allowed. 

(2) Law charges have been accepted by the I.T.O. 
as revenue expenditure. 

(3) :Membership fee paid to the association of _ the 
Assessee's own profession is an essential cha~ge in P. & 
L. A/c. 

(4) Advertisements made in respect of sale of shares 
etc., are allowed. 

(5) Car up-keep (i.e., cost of running and mainte
nance) is allowed. 

(6) Books and papers ~n connection with professional 
work when replaced are allowed. 

(7) Retired partner's a~lowance is not allowed. 

(8) Fees and Commissions earned by the assessee as 
Director of other Companies should be separated from the 
business income. 

THE NEW GORAKHPUR SUGAR & GUR R.KI!'lNING 
CO., LTD. 

Trading and Profit and Loss Account. 

Rs. Rs. 
To stock of sugar and By sugar 

molasses ... 2,00,000 Males 4,25,000 
To Manufacturing and 

other charges:--
Sugar-cane purchase 1,25,000 
Lime 750 
Sulphur 450 
Filter press cloth 300 
Stores 600 
Coal 3,600 
Firewood 1,600 
Gunny bags 1,200 

f. ~5 

By molasses 
sales 7,650 

4,32,650 
By Stock of sugar 

and molasses ... 2,00,000 
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Laboratory stores 
- Manufacturing acids 
Lubricants, etc. 
Salaries and wages 

*Cane growing 
Medical charges. 

*Law charges 
P r i n tin g and 

stationery 

Rs. 
450 
150 
550 

25,000 
72 

1,528 
300 

Travelling expenses 
350 

1,250 
17,750 

3,500 
3,600 

400 
250 

Charges general 
Repairs and renewals 
Rents 
Insurance 
Interest 
Provident Fund con

tributions 
Director's fee 

Sugar Excise Duty 
Selling Commission ... 
Managing Age n t s' 

allowance ... 
Managing Age n t s' 

commission 
·Staff commission and 

bonus fund 
*Depreciation ;, 

Building 3,000 
Machinery ... 6,000 
Electric . in-

stallation ... 4,000 
Railway sid-

ing ... 5,000 
Furniture ... 1,500 
Motor c,ars 2,500 

Income-tax and 
tax 

Net Profit 

super-

1,400 
1,600 _ 

45,000 
1,500 

600 

6,000 

1,2011 

22,000 

40,000 
1,25,000 

6,32,650 
1.3 

Rs. 

6,32,650 
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P. ~ L. Adjustment Account. 

Rs. a. p. Rs. a. p. 
To market value By N.P. ... 1,25,000 ° ° of cane sugar By Deprecia-

grown by the tion 22,000 ° ° Company a n.d By C a n,e-
crushed. for growing 72 ° 0 
manufacture 370 0 0 By Bonus fund 500 0 ° To Adjusted Profit 1,87,202 0 0 By Income-tax 

and S.T. 40,000 ° ° 
1,87,572 0 0 1,87,572 ° 0 

AdjUl~ted Profit as above 1,87,572 0 0 

Less Depreciation Rs. 20,000 

Less unabsorbed balance Rs. 27,572 
4r;672 0 0 

Total Incollle 1,40,000 ° ° 
-Note:-

(1) Cane-growing cost amounts to Rs. 72 for 1,200 
maunds of sugar-cane. In accordance with rule .23(1) of 
the I.T.M., the Company is entitled to deduct the market 
value of the sugar-cane produced and used for manufac
ture, 'the market value is taken to be Rs. 370. 

(2) Staff commission and bonus includes a contribu
tion of Rs. 500 to bonus fund account. 

(3) According to the schedule Rs. 20,000 is allowed 
for Depreciation. It has been assumed that depreciation 
allowance of Rs. 27,572 remained unabsorbed in the pre
VIOUS years. 

(4) I.T.O. is satisfied that law charges are a Revenue 
Expense. 



iNCOME-TAX LAW AND i\ct;OtrN'ES 

NORTH JA,LPAIGURI TEA COMPANY, L~D, 

ltevenue and Profi~ and Loss Account for the year' ended, , ... 

To Garden expenses:
" l:uropean establish-

Rs. 

ment 60,DOO 
"Indian estal,!lish-

ment 80,000 
" Cultivation., .1,10,000 
"Coolie recruiting 7,000 
" Coolie expenses 5,000 
" Stores and Tools .... 2.000 
" New buildings in-

cluding replace~ 
ments (1) 
New machinery in
cluding replace-

12,000 

ments (2) 15,000 
" Repairs to build

ings (3) 
" Repairs to machin-

ery 
"Medical expenses 
" Crop expenses 
" Manufacturing and 

packing 
" Tea boxes 
" Freight and charges 

on tea 
" Govt. rent and cess 
" General charges ... 
..Insurance (hail) 
" Tea seed crop (4) 
" Surveying (6) . 
, , Purchase of export 

licences and pro-

1,500 

1,200 
2,400 
4,600 

2,300 
3,500 

7,500 
2,200 
3,80a 

250 
700 
300 

duction rights (7) 1,800 
To General P. & L, expenses:
" Charges general in-

cluding rent. sala-
ries, etc. 70,000 

"Commission to 
manager's and staff 8,000 

,. Net profit ... 2,00,000 

.6,01,050 

Rs. 
By Proceeds of the crop 

Assam 2,~0,OOO 
.iJOOl"S 3,05,300 

" Tea seed \5) ... 
" Profit on sale' of 

investments . 
" Miscellaneous re

ceipt being 
Sale of sweep-

ings 1,500 
Post Office 

rent (10) 500 
Shop . rent 

(11) ·300 
Rent 0 f 

pad d y 
lands (8) 700 

Sale 0 f 
s era p 
metal (9) 500 

5,95,300 
1,;WO 

1,050 

3,500 

6,01,050 
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Ret7ellue a,ul Profit a,ul LoIS Adju.ftment Account. 

Rs. Rs. 
To Tea seed ... 1,200 By N.P. 2,00,000 

Less Tea seed By New Build-
Crop JOO ings 4,000 

500 By Extension. to 
To Profit on sale godown In-

of investments 1,000 eluded under 

To Provident repairs t 0 

Fund 14,000 buildings 1,000 

To Rent of By New mach-
p.ady lands ... 700 inery 2,000 

To 8.ale of crap Less cost of 
old sifters re-metal 500 placed 250 

To Income fully 1,750 
assessable I By Surveying ... 300 
Post Offil'e rent 500 I 
Shop rent 300 

: ... 
800 

To A d j U 8 ted 
1,89,500 Profit 

2,07,050 2,07,050 

40% of R8. 1,89,500 Rs. 75,800 0 0 

A(ld income fully assessable Rs. 800 0 0 

Total Income Rs. 76,600 0 0 

Note:-

(1) New Building expenditures have amounted to 
Rs. 4,000 and replacements Rs. 8,000. 

(2) New machinery expenditures have amounted to 
Us. 2,000 and replacements Rs. 13,000. 

(3) Repairs to Buildings include an item of expendi
ture, tiz., extension to godown amounting to Rs. 1,000. 

(4) & (5) Tea seed crop is an expenditure on Tea 
seeds produced-proceeds being Rs. 1,200 in the Account 
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above. Both these relate to agricultural income and have 
been eliminated from the account. 

, (6) Surveying has been found to be a Capital item 
and hence disallowed. 

(7) The question of purchase of production rights is 
a little complicated. If the purchaser of the production 
rights sells out a portion to another Tea manufacturer, 
the entire profits thus accrued would be taxable. If the 
purchaser utilises the rights fully for himself then th,e 
profits will be normally shown in the accounts and 40% 
will automatically be taxed. 

(8) Rent of paddy land is agricultural incop!e and 
not taxable. 

(9) Sale of scrap metal is a Capital item and there
fore not taxable. 

(10) & (11) Post Office rent and shop rent are fully 
taxable as they have nothing to do with tea business. 

(12) Provident fund allowable as a deduction was not 
debited in the account; hence debited now. 

Illustration: 

From the following particulars, find out the Income-tax 
-. payable by A:-

(a) Profits from an unregistered firm representing half 
share, Rs. 750. • 

(b) Postal Cash Certi:£i.cates to the value of Rs. 1G.OO() yield
ing interest of 6%. 

(0) 6% War Bonds (free of tax) of Rs. 20,000. 

(d) Shareg in Allahabad Central Bank, Ltd., to the value 
of Rs. 5,000. The Bank declared a dividend of 
15% (free of tax). 

(e) Slwres in Cawnpore Sugar Mills, I,tel., to the value of 
Rs. 5,000. The Sugar Mill declared a dividend of 
10% (less tax). 

(f) RisLife Insmance premium amounts to Rs. 500 yearly. 
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Statement 01 Total [ncolne 01 A. Gross. 
-(I) Profib from unregistered Rs. 

Tax: deducted. 
Rs. a. p. 

Firm 750 
(2) Yield on Postal Cash Cer-

tificates .••• 
(3) 6% War Bonds (Tax-free) 1,200 
(4) Allahabad Bank Dividend 

Nil. 

Nil. 

15% (Free of Tax) on 
Rs. 5,OCO 867 

(5) Sugar Yill Div. 10% 
(I •. T.) on R.I. 5,000 500 

3,317 

117 0 0 

67 11 0 

184 11 0 

Total Income Rs. ~,317 (rate G pies). 
LellR I •. I.P. up to 1/6 Rs. 500 

. Rs. 2,817 
LeMs D~nds (Tax-free) Rs. 1,200 

RII. 1,611 at 6 pies 
Already paid" 

... Rs. 50 9 Ot 
... Rs. 18411 0 

Refundahle to A h... .. ... Rfl. 134 2 0 
IlllIstration: OUDH BANK, IJTD. 

Profit 4" Loss Account lor the period ending .... 
Rs. Rs. 

To Interest paid to. 
.Iepositorll 

.. Postagt' 
" Advertisement 
" Travelling 
.. Printing 
.. Yotor expenllell 
" Miflcellaneoull 
" Offil'E' E'xpt'nllt's in

('hlding rent, elec
tril'ity. E'tl'. 

.. 1.0l1l'i on lIale of 
Sel'uritit'R 

.. Inlluranl'P prpmium

.. Net profit 

Dy interest on . over-
30,500 draft 

1.500 "Interest on loan ... 
650 " Interest on G.P. 
750 Notes 
450 " Dividend on shares 

1,200 "Profit on flale of 
500 G.P. Notefl ana 

shares 
" Discount 

8,550 " Commiflsion 
"Collection charges 

200 "Inl'ic1ental c]larges 
300 " Admission fep 

21.900 

66,500 

2,900 
35,500 

10,500 
8,30U 

3,300 
2,000 
1,100 
1,600 

620 
80 

66,600 

• As firm has not been taxed owing to the fact that the total 
Inl'Ome waM ht'low RR. 2,000 the amount Rs. 750 will he taxed 
hpre. 

t Surcharge 1112 on tax payable. This hall' been ignored in 
tbill call'ulation. Postal CaMh Cprtifil'ate yield will not he includ 
"II in the Total Income, ' 
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To complete the assessment of the ,above Profit and Loss 
Account, details are nec'essary for interest on G.P. Notes Rs. 10,500. 

The following explanations are obtained:-
On mercantil~ basis the accounts having been prepared, the 

actual amount of interest received during the year will be obtain
ed as follows:-

Less interest accrued up to P. & L. date 
but not receivable 

Add interest accrued up to P. & L. date 

Rs. 10,500 

Rs. 4,300 

Rs. 6,200 

but not receivable last year Rs. 2,800 

Rs. 9,000 

Profit and Loss Adjustment Account. 

Rs. 
To Interest on G.P. Notes 10,500 By Net Pront 
"Dividend on shares 8,300 
" Adjusted Profit .... 3,10ll 

" 21,900 

Business Profit as adjusted above 
Add Interest on G.P. Notes as per details 

Rs. 9,000 (net) 
Add Dividend on shares Rs. 8,300 (net) 

Rs. 
... 21,900 

21,900 
~ 

Rs. 3,100 

Rs. 10.104 
Rs. 9,600 

Total Income 'lts. 23,110 

The rate of tax is 26 pies. 
As both the Interest on G.P. Notes and Dividends on shares 

have already been taxed at 26 pies, the only item remains to be 
taxed is Rs. 3,100 at the rate of 26 pies. 

Note:-
(1) Interest on G.P. Notes Rs. 10,500 is written 

back and Rs. 9,000 as obtained from Assessee's own parti
culars grossed up into Rs. 10,41q will be included in the 
total income. 

(2) Dividend on shares grossed up into Rs. 9,600. 

(3) In a banking concern Loss on sale of securities 
will be allowed and the profit on sale of G.P. Notes will 
be taxed, 
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Some important points about Super-tax: 

(1) Super-tax is in addition to Income-tax. 

(2) The total income for Income-tax is the total 
income for Super-tax. 

(3) Free of Tax securities are not free from 8uper
tax (only free from Income-tax). 

*(4) Marginal relief will not apply here. 

(5) Super-tax not t.o be deducted at source (except 
in cases provided in sections 18(3A) to (3D) 
and in section 58 (H). 

(6) Question of refund does not arise, 

(7) Super-tax is charged to the profits of Joint
Stock Companies at' 1 anna per rupee. 

(8) Super-tax is charged to Individuals (Joint
Stock Company dividends will be included 
in the total income and be taxed again). 

(9) Deductions of Life Insurance premiums and 
Provident Fund payments are not allowed 
for Super-tax purposes. 

(10) Exemption for individuals ... Rs. 30,000 

(11) Exemption for Companies ... 'Rs. 50,000 

(12) Exemption for Hindu Undivided 
Family Rs. 75,000 

(13) Super-tax not charged to Hegistered Firms as 
such. 

• \Vhere, owing to the fact that the total income of an 
assessee has reached or exceeded a certain limit, he is liable to 
pay super-tax or to pay super-tax at a higher rate, the amount 
payable by him on account of income-tax and Ruper-tax shall, 
where necessary, be reduced so as not to exceed the aggregate of 
the following amounts, namely:-

(a) the amount which would have been payable on account 
of income-tax and super-tax if his total income had 
been a sum less by one rupee than that limit, and 

(b) the amollnt by which his total income exceeds that sum. 
r.26 
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Government Trading Taxation Act III of 1926. 
(1) It applies to States or Dominions within the 

British Empire. 

'(2) The profits of business carried on by' Indian 
States or Dominions in British India are 
taxable. 

(S) Such a business would be taxed as a Company. 

(4) Similarly the Dominions are entitled to tax the 
profits. of business carried on by the Govern
ment of India. 

(5) This arrangement has removed the preferential 
. treatment to the Government undertakings 

in the matter of taxation. 

(0) Foreign state is not taxable. 
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.leT XO. XI OF 1922 

.In .let to l"on~QliJate alld amelld tlte ltlll" relatillg to Income
taJ: 0'1(1 Super-ta.,;. 

[.ls modified up to the l:)th Xon~mLer, 1937.] 

\VUERE.1S it is expedient to consolidate and amend the law relating 
10 In("ODle-Iax snd ~\lIlt'r-IaX;- it i" herehy emu-tt'd as follows:-

Sbort title. ea:tenl and commencement. 

I. f 1) This Act may Le called the Inllian lneollle-tax .let. 
I!!.?".? 

\t, It extend" to the ,,-hole of llritish India, including British 
llaluchistan and the Son thaI Parganas, and applies also, within 
the Indian States and the tribal areas, to llritish subjects who are 
in the !Wn"ice of the Crown or of a local authority established in 
the exen.·i.-e of the powers of the Crown Representatil"e or the 
Cennal Government in that LehaH, anti to all other serrants of 
the Crown in the said States and areas. 

(.1) It shllll .. "Om .. int .. fon.''' on thp first tlay of April, 1922. 

Definitions. 

2. In this Ad, WIle .... there is anything repugnant lD the 
"ubjt"t't or context,-

11) " agricultUJ1l1 income ,. means-
(0) any rent or rewnue deriwd from land which is u~ed 

for agricultural purposes,. and is either assessed to 
land-rewnue in British India or subject to a local 
rate 8>\l1t'S!'t'tl alill ('olleete,1 b,- officers of the Crown 
as luch; . 

(b) any ineome deriwd fn.lm "uch land by
Ii, agrieulture. or 

Iii) the performance by a l'ultivator or receil"er of rent
in-kind of anv proces. .. ordinarih- emplowd by a 
cultivator or n..."t"iver of rent-in-kind t~ render 
the IJn.Kluc .. raised or received by him fit to be 
taken to market, or 

\i;ii the sale L,' a cultil"ator or reeeiTer of rent-in-kind 
of the protluee l'".lised or receil"e.l by him, in 
rt>"pt'('t of whil:h no process lias been performed 
otlter than a pnJ('t'".. of th(' nahlr(' d('seribed ill 
sub-clause (il); 

20."{ 
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(c) any income derived from any building owned and 
occupied by the receiver of the rent or revenue of 
any such land, or occupied by the cultivator, or the 
l'eceiver of rent-in-kind, of any land with respect to 
which, or the produce of which, any operation 
mentioned in sub-clauses (ii) and (iii) of clause (b) is 
carried on: 

l)l'ovided that the building is on or in the immediate 
vicinity of the' land, and is a building which the 
receiver of the rent or revenue or the cultivator or 
the receiver of the rent-in-kind by reason of his 
connection with the land, requires as a dwelling
house, 01' as a store-house, or other out-building; 

(2)" assessee" means a person by whom Income-tax is 
payable; . 

(3) " Assistant Commissioner" means a person appointed to 
be an Assistant Commissioner of Income-tax under section 5, 

(4) "business" includes any trade, commerce, or manu
facture or any adventure or concern in the nature of trade, 
commerce or manufacture; 

(4A) "the Central Board of Revenue" means the Central 
Board of Revenue constituted under the Central Board of Revenue 
Act, 1924; • 

(5) "Commissioner" means a person appointed. to be a 
Commissioner of Income-tax under section 5; 

(6) " company" means a company as defined in the Indian 
Companies Act, 1913, or formed in pursuance of an Act of 
Parliament or of Royal Charter or Letters Patent, or of an Act 
of the Legislature of a British possession, and includes any foreign 
association carrying on business in British India whether 
incorporated or not.. and whether its principal place of business 
is situate in BritIsh India or not, which the Central Board of 
Revenue may, .by general, or special order, declare to be a 
company for the purposes of this Act; 

(6A) 'firm,' 'partner' and' partnership' have the same 
meanings respectively as in the Indian Contract Act, 1872; 

(7) "Income-tax Officer" meails. a person appointed to be 
an Income-tax Officer under section 5; 

(8) "Magistrate" means a .Presidency Magistrate or a 
Magistrate of the first class, or a Ma~istrate of the second class 
specially empowered by the Central uovernment to try offences 
against this Act; 

(9) "person" includes a Hindu undivided family; 
(10) "prescribed" means prescribed by rules made under 

this Act; 
(11) " previous year" means-

(a) the twelve months ending on the 31st day of March 
next preceding the year for which the assessment 
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it! to be wade, or, if the accounts of the al>l:!el>lSee have 
been wade up to a date within the said twelve 
months in respect of a year ending on any date 
other than the said 31st day of March, then. at the 
option of the assessee the year ending on the day 
to which his accounts have 80 been made up: 

l'l'ovided that, if this option has once been exercised by 
the assessee, it shall not again be exercised so as 
to vary the meaning of the expression "previous 
year" as then applicable to such assessee except 
with the consent of the Income-tax Officer and upon 
such conditions as he may think fit; or 

(b) in the case of any person, business or company or class 
of person, business or company, such period as may 
be determined by the Central Board of Revenue or 
by such authority as the Board may authorise in thi!) 
behalf; 

(12) .. principal officer," used with reference to a local 
authority or a company or any other public body or any associa
tion, means--

(a) the secretary, treasurer, manager or agent of the 
authority, company, body or association, or 

(b) any ·person 'connected with the authority, company, 
body or association upon whom the Income-tax 
Officer has served a notice of his intention of 
treating him as the principal officer thereof; 

(1.1) .. public servant;' has the same meaning as in the 
ludian Penal Code; 

«14) .. registered firm " means a firm registered under the 
provisions of section 26A; 

(15) " total income" means total amount of income, profits 
aud gallls from all sources to which this Act applies computed 
iu the manner laid down in section 16; and 

(16) " unregistered firm "means a firm which is not a re
gistt'red firm. 

VllAPTER I 

CUARGE OF INCOME-TAX 

Charge of Income-tax. 

3. Where any Act of the Central Legislature en"acts that 
income-tax shall be charged for any year at any rate or rates 
applicable to the total income of an assessee, tax at that rate or 
those ratu shall be charged for that year in accordance with, and 
8ubject to the provisions of, this Act in respect of all income, 



206 INCOME-TAX LAW AND ACCOUNts 

profits and gains of the previou:! year of every individual, Hindu 
undivided family, company, firm and other association of 
individuals. 

Application of Act. 

4. (I) Save as h~rein after plovided, this .lct shall apply to 
all income, profits 01' gains, as described or comprised in section U, 
from whatever source derived, accruing, Ql' arising, or received 
in British India) 01'- deemed under the provil'lions of this Act to 
accrue, 01' al'ise, 01' to be received in British India. 

(2) Income, profits and gains accruing 01' arisin<r without 
British India to a person resident in British India shan, if they 
are received in 01' brought into British India, be deemed to have 
accrued 01' arisen in British India an(1 to be income. profits and 
gains of the year in which they are so received 01' lIrought not
withstanding the fact that they did not so accrue or arise in that 
year: 

Provided that noihing contained in this. sub-section shall 
apply to any income, profits 01' gains so accruing 01' ari"ing prior 
to the 1st day of April, 1933, unless they are income, profits or 
gains of a business and are received in or brought into British 
India within thl'ee years of the f'nd of tlle war in which t1it';\" 
accrued or arose: . • 

Provided further that nothing in this sub-section shall upply 
to income from agriculture arising or accruing in a State in India 
from land for which any annual paymf'nt in money or in kind is 
made to the State. 

Ea:plmwtioll.-,-Income, prufits 01' gains accruing or arilling' 
without British India shall not be deemed to be received or 
brought into British I!J.dia within the meaning of this sub-section 
hy reason only of the fact that they are taken into account in the 
halance sheet prepared in British India. 

(.) This Ad shall not apply to the following cia sst's of 
IneOlllt' : -

(/:) Anv income derived from property held under trust or 
"Other legal obligation wholly for religious 01' 

eharitable purposes, and in the case of property so 
held in part only . for such purposes, the income 
applied, or finally ;set apart for application, thereto. 

(ii) Any income of a }'eligious or charitable institution 
derived from voluntary contributions and applicablt' 
solel~· to religious or ~haritable purpoiles. 

(iii) The income of local authorities. 
(iv) Interellt on securities which are lleld by, or are the 

• property of, any Provident Fund to whirh the 
Provident Fllllds Act, 1897, applie;;i. 

('V) Any capital sum receiYed in commutation of the 
whole or a portion of a pension, or in the nature 
of cOIJI~olidat.ed compensation for dt'ath or injuries, 
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or in l}ayment of any insurance policy, or as the 
accumulated balance at the credit of a subscribel· 
to any such Provident Fund. 

Any special allowance, benefit or perquisite specificaUy 
grant~d to meet expenses wholly and necessarIly 
incurred in the pt'rforman!'e of the duties of an office 
or employment of l}rofit. 

Any receipts not being receipts arising from business 
or the exercise of a profession, vocation or occupa
tion, ",hii'll are of a casual and non-recurring 
nature, or are not by way of addition t.o the 

. remun(>ration of an l'mploye ... 
Agricultural income._ 
.Any ineome rec(>iveJ' by trustee" On behalf of a 

recognised provident fund as defined in clause (a) 
of section 58A. 

In this tlub-section " charitable purpose ,. ineludes relief of 
Hit' poor, eilueation, medical relief, and the afh"an!'ement of anr 
other ohjeet of general puhlic utility. 

CHAPTER II 

INCOME-TAX .\UTIIORITIES 

Inoome-tax authorities. 

8. (1) There shall be the following classes of Income-tal>: 
allillOrities for the purposes of this Act, namely:

(n) The Central Doard of Reyenue, 
(b) Commissioner:! of Income-tax, 
(c) Assitltant Commission(>rs of In!,OJue-tax, and 
(0) Income-tax Officers, 

(3) The Central Goyernment may apP9int a Commissioner 
III Income-tax for any area specified in the order of appointment, 

(4) The Central GO\'el'nment may appoint for any area as 
lIIany .!ssiMtant Commissioners of Income-tax' and Income-tax 
Offic~rll all it think!! fit, They shall perform their functions in 
rellpl't't IIf ~Udl }ll'rsons 01' classes of persons and of such incomes 
elr classes of income and in respect of such areas as thl' 
('olllmi~~ioner of Income-tax· may direct and, where two or morl' 
.\ssilltaut Couuni~~iont'rs of Iucome-tax or Income-tax Officers 
h!,,"t' lll't'n a}lpointt'd for the same art'a, in accordance with any 
order" whi!'ll the COlllmissiont'r of Incolllt'-tax may make for t.he 
elistribution and alloeation of the work to be pi-rformed, 'rhe' 
Commi~sioner may, by gl'neral or i"pecial ordt'r in writing. direct 
that tllt· pOWl'r!l cllnft'rrt'!1 on thl' In('omt'-tax Officer and tht' 
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Assistant Commissioner by or under this Act shall, in respect of 
any specified case or class of cases, be exercised by the Assistant 
Commissioner and the Commissioner, respectively, and, for the 
purposes of any case in respect of which such order applies, 
references in this Act or in any rules made . hereunder to the 
Income-tax Officer and the Assistant Commissioner shall be 
deemed to be references to the Assistant Commissioner and the 
Commissioner, respectively. 

_ (5) The Central Board of Revenue may, by notification in 
the Official Gazette, appoint Commissioners of Income-tax, 
Assistant Commissioners of Income-tax and Income-tax Officers 
to perform such functions in respect of such classes of persons or 
such classes of income, and for 'such area, as may be specified in 
the notification, and thereupov the functions so specified shall 
cease, within the specified area,to be performed, in respect of 
the specified classes of persons or classes of income, by the 
authorities appointed under sub-sections (3) and (4). 

(6) Assistant Commissioners of Income-tax and Income-tax 
Officers appointed under sub-section (4) shall, for the purposes 
of this Act, be subordinate to the Commissioner of Income-tax 
appointed under sub-section (3) for the area in which they 

• perform their functions.. ' 

CHAPTER III 

TAXABLE INCOME 

Heads of income chargeable to income-tax. 

6. Save as otherwise provided by this Act, the following 
heads of income, profits and gains shall be chargeable to income

_ tax in the manner hereinafter appearing, namely:-
(i) Salaries. 

(ii) Interest on securities. 
(iii) Property: 

. (iv) Business. 
(v) Professional earnings. 

(vi) Other sources. 

Salaries. 

7. (1) The tax shall be payable by an assessee under the 
head" Salaries" in respect of any salary or wages, any annuity, 
pension or gratuity, and any fees, commissions, perquisites or 
profits received by him in lieu of, or in addition to, any salary 
or wages, which are paid by or on behalf of the Crown, a local 
authority, a company, or any other public body Or as!lor.iation, 
or by or on behalf of any private employer; 
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Provided that the tax shall not be payable in respect. of any 
8um deducted froPl the salary payable by or on behalf of the 
Crown to any individual, being a sum deducted in accordance 
with the ,conditions of his service for the purpose of securing to 
.Mm a d~ferred annuity or of making provision for his wife or 
children, provided that the sum so deducted sha1,1 not exceed 
one-sixth of. the salary. 

Ezplanation.-The right of a person, to occupy free of rent 
a8 a place of residence any premises provided by his employer is 
a perquisite for the purposes of this sub-section. 

(2) Any income which would be chargeable under this head 
if paid in British India shall be deemed to be so chargeable if 
paid to a British subject or any servant of His Majesty in any 
part of India by or on behalf of the Crown or by a local authority 
established in the exercise' of the powers of the Crown Re~resen
tativ~ ~r the Central Government in that behalf. 

Interest on securities. 

8. The tax shall be payable by an assessee under the head 
.. Interest on securities" in respect of the interest receivable by 
hiDr1>D 'any security of the Central Government or of a provincial 
Government or on debentures or other securities for money issu,ed 
by or on behalf of a local authority or a company: 

Provided that DO income-tax shall be payable under this 
section by the assessee in respect of any sum deducted from such 
interest by· way of commission by a banker realizing such interest 
on behalf of the assessee: 

Provided further that no income-tax shall be payable on 
the interest receivable on any security of the Central Government 
issued or declared to be income-tax free: 

Provided further that the income-tax payable on the interest 
receivable on any security of a Provincial Government issued 
income-tax frf'e shall be payable by that Provincial Government. 

fropel'tl. 
9. (1) The tax shall be payable by an assessee ~der the 

head' .. Property " in respect of the bona fide annual value of 
property consisting of any buildings or lands appurtenant thereto 
of whichhe is the owner, other than such portions of such property 
a8 he may occupy for the purposes of his business, subject to the 
following allowances, namely:-
.. (i) where the property is in the occupation of the owner, 

or where it is let to a tenant and the owner has 
undertaken to bear the. cost of repairs, a sum equal 

. . to one-sixth of such value j 
(ii) where the property is in the occupation of a tenant 

who has undertaken to bear the cost of repairs, the 
difference between such value and the rent paid by 
the tenant up to but not exceeding one-sixth of 
such 'value; 

F.27 
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(iii) the amount of any annual premium paid to insUl'tl 
the property against risk of damage or destruction; 

(iv) where the property is subjlect to a mortgage, or other 
capital charge, the amount of any interest on such 
mortgage or charge; where the property is subject 
to a ground rent, the amount of such ground rent; 
and where the property has been acquired with 
borrowed c'apital, the amount of any interest pay
able on such .capital and not specifically charged 
upon the property itself; 

(v) any sums paid on account of'land revenue in respect 
of the property; 

(vi) in respect of collection charges, a sum not exceeding 
the prescribed maximum ; 

(vii) in respect of vacancies, such sum as the Income-tax 
Officer may determine having regard to the circum
stances of the case: 

Provided that the aggregate of the allowances made under 
this sub-section shall· in no case exceed the annual value. 

(2) For the purposes of this section, the expression" annual 
yalue " shall be deemed to mean the sum for which the property 
might reasonably be expected to let from year to year: 

Provided that, where the property is in the occupation of thtl 
owner for the purposes of his own residence, such sum shall, for 
the purposes of this section, be deemed not to exceed ten per cent 
of the total income of the owner, 

BusineSs. 

10. (1) The tax shall be payable by an assessee under the 
head." Business " in respect of the profit or gains of any business 
carried on by him, 

(2) Such profits or·· gains shall be computed after making the 
followlllg allowances, namely:-

(t:) any rent paid for the premises in which such business 
is carried on, provided that when any substantial 
part of the premises is used as a dwelling-house by 
the assessee, the allowance under .this clause shall 
be such sum as the Income-tax Officer may deter
mine having regard to the proportional part Sl) 

used; 
(ii) in respect of repairs, where the aSS1!ssee is the tenant 

only of the premises, and has undertaken to bear 
the' cost of such repairs, the amount paid on account 
thereof, provided that, if any substantial 11 art of the 
premises is used by the assessee as a dwelling-house, 
a proportional part only of such amount shall be 
allowed; 

(ii'£) in respect of capi~al borrowed for the purposes of the 
business, where the payment of interest thereon is 
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not in any way dependent on the earning of profits, 
the amount 01 the interest paid; 

Ezplanation.-Recurring subscriptions paid periodically 
by shareholders or subscribers in such Mutual Benefit 
Societies as may be prescribed, shall be deemed to 
be capital borrowed within the meaning of this 
clause: 

(iv) in respect of insurance against risk of da.mage or 
destruction of buildings, machinery, plant, furni
ture, stooks or stores,used for the purposes of the 
business, the amount of any premium paid; 

(11) in respect of current repairs to such buildings, 
machinery, plant, or furniture, the amount paid on 
account thereof; 

(vi) ion' respect of depreciation of such buildings, 
machinery, plant, or furniture being the property 
of the assessee, a sum equivalent to such percentage 
on the original cost thereof to the assessee as may 
in any case or claes of cases be prescribed: 

Provided that-
(a) the prescribed particulars have, been duly furnished; 
(b) where full effect cannot be given to any such allowance 

in any year owing to there bein~.no profits or gains 
chargeable for that year, or oWIng to the profits or 
gains chargeable being less than the allowance, the 
allo"ance or part of the allowance to which effect 
has not been given, as the case may be, shall be 
added to the amount of the allowance for deprecia
tion for the following year and deemed to be part 
of that allowance, or if there is no such allowance 
for that year, be deemed to be the allowance Jor 
that year, and so on for succeeding years; and 

(e) the aggregate of all such allowances made under this 
Act or any Act repealed hereby, or under the 
Indian Income-tax Act, 1886, shall, in no case, 
exceed the original cost to the assessee of the build
ings,machinery, plant, or furniture, as the case 
may be; 

('!Iii). in respect of a.ny ma~hiJ1~ry or plantwhich1 in con
sequence of Its havlng. become obsolete, nas been 
sold or discarded, the .difference between the original 
cost to the assessee of the machinery or plant as re
duced by the ag~regate of the allowances made in 
respect of deprecIation under clause (vi), or any .A ct 
repealed hereby, or the Indian Income-tax Act

i 
1883, 

and the amount for which the machinery or p ant is 
actually sold, or its scrap value; 

(l';i(l) in respect of animals which have been used for the 
purPOIlf'S of the business ()therwise than 8S stol'k in 
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trade and have died or become permanently useless 
for such purposes, the diJierence between the ori
ginal cost to the assessee of the animals and the 
amoUnt, if any, realised in respect of the carcasses 
or animals; , , 

(viii) any sums paid on account of land-revenue, local rates 
or municipal taxes in respect of such part of the 
premises as is used for the purposes of the business; 

(viiia) any sum paid to an employee as bonus or commission 
for services rendered, where such sum would not 
have beep. payable to him as profits or dividend if it 
had not been paid as bonus or commission:. 

Provided that the amount of the bonus or commission is 
of a reasonable amount' with reference to--

(a) the pay of the employee and the conditions of his 
service; 

'( b) the profits of the business for the year in question; and 
(c) the general practice in similar businesses; 

(ia:) any expenditure (not being in the nature of capital 
, expenditure) incurred solely for the purpose of earn

ing such profits or gains: 
Proyid,ed that nothing in clause -(viii) or clause (iz) shat! 

be 'deemed to authorise the allowance of any sum 
paid on account of any cess, rate or tax leVIed on 
the profits or gains of any business or assessed at 
a proportion of or otherwise on the basis of any such 
profits or gains. 

-' (.1) In sub-section (2), the word "paid" means actually 
paid or incurred according to the method of -accounting upon the 
basis of which the profits or gains are computed under this section.. 

Professional earnings. 
11. (1) The tax shall be payable by an assessee under ~he 

head -" Professional earnings " in respect of the profits or gaIns 
of any profession or vocation followed by him. 

(2)' Such profits or gains shall be computed after making the 
following allowances, namely:-

(i) any expe~diture. (not being in the nature of capita~ 
expenditure) ,mcurred solely for. th&-, vurposes of 
such profession or vocation, and- not -bemg personal 
expenses of the assessee;-

(ii) in respect of depreciation of buildings and deprecia
tion and obsolescence of machinery, apparatus, 
appliances, plant, furniture or other capital assets 
being the property of the assessee and used solely 
for the purposes of such profession or vocation, the 
allowances specified in ,clauses (vi) and (vii) of sub
sectioI!- (2) of section 10 subject to all the conditions 
specified ill those clauses. 
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. (3) Professional fees paid in any part of India to a pel.'son 
ordinarily resident in British India shall,be deemed to be profits 
or gains chargeable under this head. 

Other sourCes. 

12. (1) The tax shall be payable by an assessee under the 
head "Other sources" in respect of income, profits and gains of 
every kind and from every source to which this Act applies (if 
not included under any of the preceding heads). . 

(2) Such income, profits and gains shall be computed after 
makin~ allowance for any expenditure. (not being.; in the nature 
of capdal expenditure) incurred solely for the purpose of making 
or earning such income, profits or gains, provided' that no allow
ance shall be mads on account of any personal 'expenses of the 
assessee. 

Method of accounting. 

13. Income, profits and gains shall be computed, for the 
purposes of sections 10, 11 and 12, in accordance with the method 
of accounting regularly employed by the assessee: 

, Provided that, if no method of accounting has been regulady 
employed, or if the method employed is such that, in the opinion 
of the Income-tax Officer, the income, profits and. gains cannot 
properly be deduced therefrom, then the computation shall. be 
made upon such basis and in such lllanner as tlie Income-tax 
Officer may determine. 

Ellemptlons of a general nature. 

11. (1) The tax shall not be payable hy an assessee in res
.pect of any sum which he receives as a member of a Hindu un
divi~ed family. 

(2) The tax shall not be p.ayable by an assessee in respect of
(a) any sum which he. receives by way of dividend as a 

shareholder in a company where the profits or gains 
of the company have been assessed to income-tax ; or 

(b) such an amount of the profits or gains of any firm 
which have been a!!sessed to income~tax as is pro
portionate to his share in the firm· at the time of 
such assessment; or 

.::.' ,'{cl any ,Bum, which', he recsives·as .. 'his shartf;of the profits 
, .. - or gains of· an' association of individu!;"ls, other than 

a Hindu undivided family, company pr firm, wliere 
IIuch profits or gains have been assessed to income
tax. 

Ellemption In the caae of life Insurances. 

15. (1) The tax shall not he payable by an assessee in respect 
of any sums paid by him to effect an insurance on' his own life 
or on the life of his wife, or in respect of a con.tract for a deferred 
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annuity on his own'life 01' on the life of his wife, or as a 'contri
bution to any Provident ,Fund to which the Provident :Funds Act, 
1897 j applies, 

(2) Where the, assessee is a Hindu undivided family, thex'e 
shall be exempted under sub-section (1) any sums paid to effect 
an insurance on the ,life of any male member of the family or 
of the wife of any such member, • 

(3) The aggregate of any sums exempted under this section 
shall not, together with any sums exempted under the proviso 
to sub-section (1) of section 7 and any sums exempted under sub
section (1) of section' 58F, exceed one-sixt.h of the total income of 
the assessee. 

Exemptions and exclusions determining the total income. 

16. (1) In computin~ the total income of an assessee sums 
exempted under the prOVISO to sub-section (1) of section 7, the 
second and third provisos to section 8, sub-section (2) of section 14 
and section 15, shall be included. 

(2) For the purposes of sub-section (1), any sum mentioned 
in clause (a) of sub-section (2) of section 14 shall be increased by 
the -amount of income-tax payable by the company in respect of 
the dividend received. 

(3)' In computing the total ineomt' of any individual for tilt' 
purpose of assessment, there shall be included- -

(a) so much of the income of a wife or minor child of such 
individual as arises directly 01' indirectly-

(i) from the membership of the wife in a firm of which 
her husband is a partner; 

(ii) 'from the admission of the minor to the benefits of 
partnership in a firm of which such individual is Il

partner; 
(iii) from assets transferred directly or indirectly to the wife 

by the husband otherwise than for adequate consi
(leration or in eounection with au agreement to live 
apart; or 

(-it.) from assets transferred directly or iudirectly to the 
minor child, not being a married daughter" by such 
individual; and 

(b) so much of the income Q( auy association of individuals 
'consisting of such individual and hi~ wife as arises 
'from assets transferrpd to the aSFociation by such 
individual. 

Reduction of tax when margin aboye a certai!,1 limit is small. 

t 7. Where owing to the fact that the total income of any 
atltlt!6see 'has reached or exceeded a certain limit, he is liable to 
pay income-tax or to pay income-tax at. a highpr rat.e, the, amount 
of income-tax payahle by him allall. wher!' nel'PSIIary, be rpduewl 
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IMJ &8 not to exceed the aggregate of the follo1ri.ng amounts. 
namely:-

(a) the amount wwch would have been payable if his total 
income had bl'en a sum less by one rupee than that 
limit, and 

(b) the amount by which his total income l'xceeds that SUIll. 

CHAPTER IV 

DEDUCTIONS .\ND ASSEssMENl' 

18. Payment b)' deduction at source. 

(2) Any person responsible for paying any income chargeable 
under the head" Salaries ., shall, at the time of payment, deduct 
income-tax, but not supl'r-tax, on the amount payable at the rate 
applicable to the estimatl'd im'ome of the aR8£'SSee under this head: 

Provided that RUl'h person may. at the time of making any 
deduction, increase or reduce the amount to he deducted under 
this sub-sed ion for the purpose of adjusting any excess or defi~ 
ciency arising out of any previous deduction or failure to deduct~ 

(2A) Notwithstanding anything hereinbefore contained for 
the purpose of makin~ the (ledl\ction under sub-section (2), there 
shall be itwluded in tht' amount payable any income chargeable 
under the hf'ad " Salaries" which is payable to the assessee out 
of India by or on behalf of the Crown, and the value in rupees 
of lIuch inl'ome flhaIl be calculated at the prescribed rate of 
exchange. 

(.J) The pt'rson responsible for paying any income chargea~le 
\Inder the hf'ad :' Intf'rf'st on sel'urities" shall, unless otherwIse 
prescribf'd in the l'ase of any security of the Central Government; 
at the time of paymf'nt. deduct inl'oine-tax, but not ~uper~tax •. 01\ 
the amount of. the intt'rf'flt payable at the maximum rate.' 

Provided that where the Income-t.ax Officer give~ a certificate 
in writing (which l'ert.ificate he shall give in every proper case on 
the applil'ation of tbe assessee) that t.othe best of his belief .the 
total income of a redpient will be lesfi than the minimum liable 
to income-tax. or will be liable to a rate of income-tax less thau 
the. maximum ratf', the person responsible for paying any.income 
hf'rein nft'rred to such recipient shall, until lIuch certificate is 
cancelled ).v the Io('ome-tax Officer, Jla,- the income without 
dedudion or deduct the tax at 'mch lellR 'rate, as the CRse may 
bp. 

(3A) Where the Income-tax Officer has reason to believe that 
the total inl'ome of any person residing out of British India to 
whom any interest not being .. Interest on securities" is pay. 
able, will in any year f'xceed the maximum amount which is 
not chargeable with super-tax under the law for the tiine being 
in fol'('P. he ma)" by· order in writing, require Ute person 
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responsible fo'!' .pay:i,ng such intjlrest to such person to deduct .at. the 
time of payment income-tax and super-tax at the rates determmed 
by the Income-,tax Office!: to be applicable to the total income of 
such person in -that' year'- . . 

(3B) Where the 'person responsible for paying any interest 
not being" Interest on' securities" to any person pays to that 
person in any year an' amount of such interest exceeding in the 
aggregate the maximum amount which is not chargeable with 
super-tax under the law for the time being in force, the person 
responsible for .. paying slich interest shall, if he has not reason 
to believe that the recipient is resident in British India, and no 
order under sub-se(!tioll (3A) hl\S been received in respect of such 
recipient, deduCt at the time of payment income-tax on the total 
amount of such interest .atthe rate appropriate to such total, and 
super-tax on the amount by which such total exceeds the maxi
mum amount not chargeable with super-tax at the rate applicable 
to' -such excess.: 
. (3C) Where the Income-tax Officer has reason to believe that 
any person, who is a shareholder in a company, is resident out 
o( British India and that the total income of such person will in 
any year exceed the maximum amount which is not chargeable 
to super-tax un-del.' the law for the time being in force, he may) 
by order in writing, require the principal officer of the company 
to deauct at the time' of payment of any dividend from. the 
company to the shareholder in that year super-tax at such rate 
as the Income-tax Officer may determine as being the rate appli
cable in respect of the_ income of the shareholder in that year. 

(3D) If'in any year the amount of any dividend or the 
aggregate amount of any dividends paid to any shareholder by 
a company (together with the amount of any income-tax payable 
by the company in respect thereof) .exceeds the maximum amount 
of the total income of a person which i5 not chaJgeable to super
tax under the law for the time being in force, and the principal 
officer of the company has not reason to believe that the share
holder is resident in British India, and no order under sub-section 
(3D) has been received in respect of such shareholder by the 
Principal officer from the Income-tax Officer, the principal officer 
shall at the . time of payment deduct super-tax on the amount of. 
such excess at the rate which would be applicable under the law 
for. the time being in force if the aIriount of snch dividend' or 
dividends (together with· the amount of such income-tax as 
aforesaid) constituted the whole total income of the shareholder. 

(4) All sums deducted in accordance with the provisions of 
this section shall, for the purpose of computing the income of 
an assessee, be deemed to be income received. 

(5) Any deduction made in accordance with the provisions 
of this section shall be treated as a payment of income-tax or 
super-tax on behalf of the person from whose income the deduction 
was made, or of the owner of the security, as the case inay be, 
and credit shall be given to him therefor in the assessment, if 
any, made ;tor the following year 'nnder this Act: 
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Provided that, if such person or such owner obtains, in accor
dance with the provisions of this Act, a refund of any portion of 
the tax 80 deducted, no credit shall be given for the amount of 
such refund. 

Provided further that where such person or owner is a person 
whose income is included under the provisions of sub-section (3) 
()f section 16 in the total income of another person that person shall 
be deemed to be the person or owner on whose behalf payment has 
been made and to whom credit shall be given in the assessment 
for the following year. 

(6) All sums deducted in accordance with the provisions of 
this section shall be paid within the prescribed time by the perfOn 
making the deduction to the credit of the Central Government or 
as the Central Board of Revenue directs. 

(7) If any such person does not deduct and pay the tax as 
required by or under this section, he shall, without prejudice to 
any other consequences which he may incur, De deemed. to be an 
assessee in default in respect of the tax: 

Provided that the Income-tax Officer shall not make a direc
tion under sub-section (1) of section 46 for the recovery of any 
pt'nalty from such person unless satisfied that such person has 
wilfully failed to deduct and pay the tax. 

(8) The power to levy by deduction under this section shall 
be without prejudice to any other mode of recovery. ° 

(9) Every person deducting income-tax or super-tax in ac
cordance with the provisions of sub-section (3), (3A), (3B) , (3C) 
Of (JIJ) shall, at the time of payment of interest or diVldends, 
fUfnit!h to the person to whom such payment is made. a certificate 
to the dlect that incoome-tax Of supeOr-tax has been deducted, and 
"pt·dfying the amount so deducted, the rate at which the tax has 
been dctluetell, and SUi'll othel' particulars as maybe prescribed. 

Payment In other cases. 

19. In the case of income chargeable under any head other 
than" Salaries" or .. Intt"rest on securities," and in any ease 
where income-tax has not been deducted in accordance 
with the provisions of section 18 the tax shall be payable by the 
assessee direct. 

Supply of Information regarding diYidends. 

19A. The principal officer of every company shall, on or 
before the 15th day of June in each year, furnish to the prescribed 
officer a return in the prescribell form and verified in the pre
sl'ribed manner of the names and of the addresses, as entered in 
the register of sharehoIaers maintaind by the company, of the 
shareholders to whom a dividend or aggregate dividends exceed
ing such amount as may be prescribed in this behalf has or have 
been di"tributed during the preceding year and of the amount 
so distributed to each such shareholder .. 

r.~ 
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Certificate by company to shareholders receilling dividends. 

. 20. The principal officer of every company shall, at the time 
of distribution of dividends, furnish to every person receiving a 
dividend a certificate to the effect that the company has paid or 
will pay income-tax ':on the profits which are being distributed, 
and specifying such other particulars as lllay be prescribed. 

Supply of information regarding inte~est. 

20A. The person responsible for paying any interest not 
being " Interest on securities" shall, :on or before the fifteenth 
day of June in each year, furnish to the prescribed officer a . .return 
in the prescribed form and verified in the prescribed manner of 
the names and addresses of all persons to whom during the pre
vious financial year he has paid interest or aggregate interest 
exceeding such amount not being less than one thousand rupees 
as may be prescribed in this behalf, together with the amount 
paid to each such person. 

Annual return. 

21. The prescribed person in the case of every Government 
office, and the principal officer or the prescribed person in the 
case of every local authority, company or other public btJdy or 
association, and every private employer shall prepare, and, WIthin 
thirty days from the 31st day of March in each year, deliver or 
cause to be delivered to the Income-tax O.fficer in the prescribed 
form, a return in writing showing-

(a) the name and, so far as it is known, the address, of 
every person who was receiving on the said 31st day 
of March, or has received during the year ending on 
that date, from the authority, company, body, asso
ciation· or private employer, as the case may 'be, any 
income chargeable under the head "Salaries" o~ 
such amount as may be prescribed; 

(b) the amount of the income so received by each such· 
person, and ·the time or times at which the same 
was paid; 

(c) the amount deducted in respect of income-tax from the 
income of each such person. 

Return of income. 

22. (1) The principal officer of every company shall pre
pare, and, on or before the fifteenth day· of June in each year, 
furnish to the Income-tax Officer a return, in the prescribed form . 
and verified in the prescribed manner, of the total income of the 
company during the previous year: 

Provided tha.t the Income-tax Officer may, in rus discretion, 
extend the date for ·the delivery of the return in the case of any 
company or class of companies. . 

(2) In the case of any perSOll ot.her than a company whose 
total income is, in the Income-tax Officer's opinion, of such an 
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amount as to render such person liable io income-tax, the Income
tax Officer shall serve a notice upon him requiring him to furnish, 
within such period, not being less than thirty days, as may be 
specified in the notice, a return in the prescribed form and 
verified in the prescribed manner setting fqrt4 (along with such 
other patriculars as may be provided for in the notice) his total 
income during the previous year. 

(3) If any person has not furnished a return within the time 
allowed by or under sub-section (1) or sub-section (2), or having 
furnished .a return under either of those sub-sections, discovers 
any omission ,or wrong statement therein, he may furnish a 
return or a revised return, as the case may be, at any time before 
the assessment is made, and any return so made shall be deemed 
to be a return made in due time under this section. , 

(4) The Income-tax Officer may serve on the principal officer 
of any companv'or on any person upon whom a notice 'has been 
served under sub-section (2) a notice requiring him on a date to be 
therein specified, to produce. ,or cause to be produced, such ac
counts or documents as the Income-tax Officer may require: 

Provided that the Income-tax Officer shall not require the 
production of any accounts relating to a period more than three 
years prior to the previous year . 

.Assessment. 

23. (1) If the Income-tax Officer is satisfied that a return 
made under section 22 is correct and complete, he shall assess the 
total income of the assessee, and shall determine the sum payable 
hy him on the basis of such return. 

(2) If the Income-tax Officer has reason to believe that a 
return made under section 22 is incorrect or incomplete, he shall 
serve on the person who made the return- a notice requiring hini, 
on a date to be therein specified, either to attend at the Income
tax Officer's office or to produce, or to cause to be there produced, 
any evidence on which such person may rely in support of the 
return. 

(3) On the day specified in the notice issued under sub-section 
(2), or as soon afterwards as may be, the Income-tax Officer, after 
hearing such evidence as such person may produce and such 
other ('vidence as the Income-tax Officer may require, on specified 
points, shall, by an order in writing, assess the. total income of 
the assessee, and determine the Rum payable by him on the basis 
of such assessment. 

(4) If the principal officer of any company or any other 
person fail~ to make a return under sub-section (1) or sub-section 
(2) of section 22, as the case may be, or fails to comply with all 
the terms of a notice issued under sub-section (4) of the same sec
tion or, baving made a return, fails to comply with all the terms 
of a notice issued under sub-section (2) of this section, the Income
tax Officer sball make the assessment to the best of his judgment 
nod. in the raRe of a re~istered firm, may cancel its registration: 
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Provided that the registration of a firm shall not be cancelled 
until fourteen days have elapsed from the issue of a notice by the 
Income-tax Officer, to the firm iniimating his intention to cancel 
its registration. . 

23A. (1) Where the Income-tax Officer is satisfied that any 
firm or other association of individuals carrying on any business, 
other than a Hindu undivided family or a company, is under the 
control of one member thereof, and thaOt such' firm or association 
has been formed or is being used for the purpose of evading or 
reducing the liability to tax of any member thereof, he may, with 
the previous approval of the Assistant Commissioner, pass an order 
that the sum payable as income-tax by the firm or association 
shall not be determined, and thereupon the share of each member 
in the profits and gains of the firm or aI'I/lociation shall be includecl 
in his total income for the purpose of llis assess}l1ent thereon. 

Explanation.-A member of a firm or association who owns 
the whole or the majlor portion of the capital of the firm or asso
ciation shall not by reason only of that fact be deemed to control 
the firm or association. 

(2) Where the Income-tax Officer is satisfied that a company 
is under the control of not more than five of its members and that 
i.ts profits and gains are allowed to accumulate beyond its reason- ° 

able needs, existing and contingent, having regard to the main
tenance and development of its business, without being distri
buted to the members, or that a reasonable part of its profits and 
gains, having regard to the said needs, has not been dist.ributed to 
its members in such manner as to render the amount distributed 
liable to be included in their total income, and that such accu
mulation or failure to distribute is for the purpose of preventin~ 
the imposition of tax upon any of the members in respect of their 
shares in the profits and gains so accumulated or not distributed, 
the Income-tax Officer may, with the previous approval of the 
Assistant Commissioner, pass an order that the sum payable as 
income-tax by th!l company shall not be determined, and there
upon the proportIOnate share of each member in the profits and 
g-ains of the company, whether such profits and l!'llins have been 
distributed to the mem'6ers or not. shall he included in the total 
income of sueh member for the purpose of his a"ses~ment thereon: . 

Provided that this sub-section shall not apply to any company 
which is a subsidiary company or in which the public are sub
stantially interested. 

Etl:planation.-For the purpose of this sub-section,-
(a) a company shall be deemed to be a subsidiary company 

if, by reason of the heneficial ownership of shares 
therein, the control of the company is in the hands 
of a company, not being a company to which the 
provisions of this sub-section apply, or of two or 
more companies none of which is a company to which 
those provisions apply; 

(b) a company shall be deemed to be a company in which 
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the public are substantially interested if shares of 
the company (not being shares entitled to a fi,xed 
rate of dividend, whether with or without a further 
right to participate in profits) carrying not less than 
twenty-five per cent. of the voting power have. b.een 
allotted unconditionally to, or acquU"ed uncondItIon
ally by, and are at the end of the previous year 
beneficially held by, the public (not including a 
company to which the provisions of this sub-section 
apply), and if any such shares have in the course of 
such' previous year been the subject of dealings in 
any stock exchange in I!.ritish India or are in fact 
freely transferable bv the holders to other members 
of the public; , 

unless the contrary is proved, a company shall be 
deemed to be under the control of any persons where 
the majority of the voting power or shares is in the 
hands of those ·persons or of relatives or nominees of 
those persons; . 

" nominee" means a person who may be r"equired to 
exercise his voting power on the directions of, or 
holds shares directly or indirectly on behalf of, an
other person. 

(.1) The Assi~tant Commissioner shall not give his approval 
10 any order proposed to be passed hy the Income-tax Officer 
nnder this section until he has given the firm, association or 
rompany concerned an opportunity of being heard. 

(I) (i) 'Vhere any member of a firm or association of indivi
duals makes default in the payment of tax on his share of profits 
and gains which has been included in his total income under the 
provisions of sub-section (1) such tax may be recovered from the 
firm or association, as the case may be. 

(ii) Where the proportionate share of any member of a com
pany in the undistributed profits and gains of the company has 
been included in his total income under the provisions of sub
lI!'ction (2), the tax payable in respect thereof· shall be recoverable 
from the company and mav be recovered from such member, if 
there are not sufficient funds in the hands of the company to pay 
the tax, or if the winding up of the cmnpany has commenced. 

(iii) 'Vhere tax is recoverable from a conipany, firm or other 
association under this sub-section, a notice of demand shall be 
served upon it in th.e prescribed form showing the Bum so payable, 
and such company, firm or association shall be deemed to be the 
assessee in respect of such sum, for the purposes of Chapter VI. 

(5) Where tax has been paid in respect of any undistributed 
profits and gains of a company under this section, and such profits 
and gains are subsequently distributed in any year, the propor
tionate share therein of any member of the company shall be 
excluded in computing his total income of that year. 
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-
Set-off of loss in computing aggregate income. 

24. (1) 'Where any assessee sustains a loss of profits or gains 
in any year under any of the heads mentioned in section 6, he 
shall be entitled to have the amount of the loss off 
against his income, profits or gains under any other head in that 
year. 

(2) Where the assessee is a registered firm, and the loss sus
tained cannot wholly be set off under sub-section (1), any member 
of such firm or any person who being a minor has been admitted 
to the benefits of pa:r:tnership in such firni shall be entitled to have 
set off against any income, profits or gains of the year in which 
the loss was sustained in respect of which the tax is payable by 
him such amount of the loss not already set off as is proportionate 
to his share in the firm or to his share of the benefits of partner
ship, as the case may be. 

Assessment in case of departure froin British India. 

2M. (1) When it appears to the Income-tax Officer that any 
person may leave British India during the current financial year, 
or shortly' after its expiry, and that he has no present intention 
of returning, the Income-tax Officer may proceed to assess him on 
his total income for the period from the expiry of the last previous 
year for which he has been assessed to the probable date of his 
departure from British India. For each completed previous year 
included in this period an assessment shall be made on the total 
income of such person at the rate at which it would have been 
charged had such income been fully assessed, and for the period 
from the expiry of the last of such previous years to the probable 
date of departure, the IncQme-tax Officer shall estimate the total 
income of such person and assess it at the rate in for<'e for the 
financial year in which such assessment is made: . 

Provided that nothing herein contained shall authorise an 
Income-tax Officer to assess any income, profits or gains which 
have escaped assessment or have been assessed at too low a rate 
in respect of which he is debarred from issuing a notice under 
section 34. 

(2) For the purpose of making an assessment under sub
section (1) the Income-tax Officer may serve a notice upon such 
person requiring hi.m to furnish, within such time not being less 
than seven days as may be specified in the notice, a return in 
the same form and verified in the same manner as a return under 
sub-section (2) of section 22, setting forth (along with such other 
particulars as may be provided for in the notice) his total incoml' 
for each of the completed previous years comprised in the period 
first referred to in sub-section (1) and his estimated total income 
for the period from the expiry of the last such completed previous 
year to the probable date of his departure; and the provisions of 
this Act shall, so far as may be, apply as if the notice were q 
tlotice issued under sub-section (2) of section ~2, 
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Tax of deceased person payable by representatiye. 

2~B. (1) Where a person dies, his executor, administrator 
or other legal l"epresentative shall be liable to payout of the 
estate of the deceased person to the extent ,to which the estate is 
capable of meeting the charge the tax assessed as payable by such 
pertlOn, or any tax which would have been payable by him under 
this Act if he had Dot died. 

(2) Where a person dies before he is served with a notice 
under sub-section (2) of section 22 or section ;J4, as the case may 
be, the Income-tax Officer may serve on his executor, administra- ' 
tor or other legal representative a notice under sub-section (2) of 
section 22 or under section ;J4, as the case may be, and may pro
ceed to assess the total income of the deceased person as if such 
executor, administrator or other legal representative were the 
assessee. 

(3) Where a person dies, without, having furnished a return 
which he has been required to furnish under the provisions of sub
section (2) of section 22 or having furnished a return which the 
Income-tax Officer has reason to believe to be incorrect or incom
plete, the Income-tax Officer may make an assessment of the total 
income of such person and determine the tax payable by him on 
the basis of such assessment, and for this purpose may require 
from the executor, administrator or other legal representative of 
the deceased person any accounts, documents or other evidence 
which he might under the provisions of sections 22 and 23 have 
required from the deceased person. 

Assessment In case of discontinued business. 

25. (1) Where any business, profession or vocation on 
which income-tax was not at any time charged under the provisions 
of the Indian Income-tax Act, 1918, is discontinued in any year, 
un Ilssessment may be made in that year on basis of the income, 
profits or gains of the period between the end of the previous 
year and the date of such discontinuance in addition to the assess
ment, if any, made on the basis of the income, profits or gains of 
the previous year. 

(2) Any person discontinuing any such businesli, profession 
Ill' vocation IIhall give to the Income-tax Officer notice of such 
discontinuance within fifteen days thereof, and, where any': person 
faill! to give the notice required by this ilub-section, the Income
tax Ufficer may direct that a SUIll lihall be recovered from him by 
way of pl'Dalty not exceeding the amount of tax subsequently 
a~se~sed on him in respect of any income, profits or gains of the 
business, profession or vocation up to the date of its dis
continuance. 

(3) Where any business, profession or vocation on which tax 
was at any time charged under the provisions of the Indian 
Income-tax Act, 1918, is discontinued, no tax shall be payable in 
respect of the income, profits and gains of the period between the 
end (jf the previous year and the date of such discontinuance, and 
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the assessee may further claim that the income, profits and gains 
of the previous year shall be deemed to have been the Income, 
profits and gains of the said period. W here any such claim ill 
made, an assessment shall be made on the basis of the income, 
profits and gains of the said period, and if an amount of tax has 
already been paid in respect of the income, profits and gains of 
the previous year exceeding the amount payable on the basis of 
such assessment, a refund shall be given of the difference. 

(4) ·Where an assessment is to be made under sub-section (1) 
or suo-section (J), the lncome-tax vtlicer may serve on the person 
whose income, profits and gains are to be as:,essed, or, in the case 
of a firm, on any p·erson who was a member of such firm at the 
time of its discontInuance, or, in the case of a company, on the 
principal officer thereof, a notice containing all or any of the 
requirements which may be included in a notIce under sUb-section 
(2) of section 22, and the provisions of this Act shall, so far as 
may be, apply accordingly as if the notice were a notice issu~d 
under that sub-section. 

Assessment after partition of a Hindu undivided family. 
25A. (1) Where, .at the tim.e of making an assessment under 

SI'lction 23, it is claimed by or on behalf of any member of a 
Hindu family hitherto assessed as undivided that a partition has 
taken place among the members of such family, the Income-tax 
Officer shall make such inquiry thereinto as he may think fit, and, 
if he is satisfied that a separation of the members of the family 
has taken place and that the joint family property has been 
partitioned among the various members or groups of members 
in definite portions he shall record an order to that effect: 

Provided that no such order shall be recorded until notices 
of the inquiry have been served on aU the members of the family. 

(2) 'Vhere such an order has been passed, the Income-tax 
Officer shall make an assessment of the total income received liy 
or on b~hal£ of the joint family as such, as if no separation 01' 

partition had taken place, and each member or group of members 
shall, in addition to .any income~tax for which he or it may be 
separately liable and notwithstanding anything contained in 
sub-section (1) of section 14, be liable for. a share of the tax on the 
income so assessed according to the portion of the joint family 
property allotted to him or it; 

and the Income-tax Officer shall make assessments according
lyon the various members and groups of members ill accordance 
with the provisions of section 23: 

Provided that all the separated member;; and groups of 
members shall be liable jointly and severally for the tax assessed 
on the total income received by or on behalf of the joint family 
as such. 

(3) Where such an order has not been passed in respect of a 
Hindu family hitherto assessed as undivided. such family shall 
be deemed, for the purposes of this Act, to continue to be a Hindu 
undivided family. 
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Change In constitution of a firm. 

26. (1) Where, at the time of making an assessment under 
lI~tion 23, it is found that a change has o('curre(I in the constitu
tion of a firm or that a firm has been newly constituted, the assess
ments on the firm and on the members thereof shall, suvject to the 
pro\"illions of this A('t, he made as if the firm had been t:onstituted 
throughout the pre\"ious )-ear as it is conlltituted at the time of 
making the assessment, and as if each memher had received a 
IIhare of the profits of that :rear proportionate to his interest in 
the firm at the time of making the assessment. 

(2) "'here, at the time of making an assessment under sec
tion 2:1, it is found that the person carrying on any business. 
profeflSion or vocation has been succeeded in such capacity by 
another person, the assellllment shall be made on such person 
succeeding, as if he had heen carrying on the business, profession 
or vocation throughout the previous year, and as If ht' h-ad 
receh .... ,l the whole of the profits for that year. 

ProcedUN In registration of firms. 

2111.. (1) Application may he made to the Income-tax Officer 
on llehalf of an)· fiml, constituted under an in;,.trument of partner
.~hip specifying the iDllh-idual shares of the partners, for regis
tration fur tht' purposes of this Act and of any other enactment 
fur tbe timt' lwing in force rt'lating to income-tax or super-tax. 

(2) The application shall he made by sucb person or persons, 
and at such times and shall contain such particulars and shall be 
in 8uch form, and be verified in su('h manner, as may be prescrib
.. ,I: an,l it shall h .. dealt witb b\" the Income-tax" Offict'r in such 
mannt'r a8 may be preRCrihed. -

Can06llatlon of assessment when cause Is shown. 

27. "Yht're an a8llessee or, in the case of a company, the 
prin('ipal officer thereof, within one month trom the service of a 
Dotiee of demand issue(l as hereinafter provided, satisfies the 
In('ome-tax Offil'er that he was prevented by sufficient cause from 
making the return required hy st'ction 22, or that he did not 
receive the notice issued under sub-section (4) of section 22, or 
Bub-section (2) of section 23. or that he had not a reasonable 
opportunit)- to comply, or was prevented by sufficient cause from 
complying, with the tt'rm8 of the last-mentioned noti('es, tIle 
In{'ome-tax Offi('t'r IIhall can('el the assessmt'nt and procel'd to 
make a fre8b 8!I!lt'lIlIment in accordan('e with tht' provisions of 
lIt'Ction 23. 

PenaltJ for concealment of Income or improper distribution of profits. 

28. (1) If the Income-tax Offi('t'r. the Assistant Commissioner 
or the C'ommiAAiont'r, in the course of any proceedings under this 
Act, ill satisfit'd that an assessee bas concealed the particulars of 
his income or has dt'libt'ratt'ly furnished inaccurate particulara 
of lIuch income, and h811 tht'rt'bv rt'hU'llt'd it below it. real amount. 

F.29 . 
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he may direct that the assessee shall, in addition to the income· 
-tax payable by him, pay by way of penalty a sum not exceeding 
the amount of the income-tax which would have been avoided if 
the income so returned by the assessee had been accepted as the 
correct income. 

(2) If the -Income-tax Officer, the Assistant Commissioner or 
the Commissioner, in the course of any proceedings under this 
Act, is satisfied that the profits of a registered firm have been 
distributed ot.herwise than in accordance with the shares of the 
partners as shown in the instrument of partnership registered 
under this Act governing such distribution, and that any partner 
has thereby returned his income below its real amount., he may 
direct that such partner shall, in addition to the income-tax pay
able by him, pay by way of penalty a sum not exceeding the 
amount of income-tax which has been avoided, or would have 
been avoided if the income returned by such part.ner had been 
accepted as his correct income; and no refund or other adjustment 
shall be- claimable by any other partner by reason of such direc-' 
tion. '-
- (3) No order shall be made under sub-section (1) or sub-section 

(2) unless the assessee or partner, as the case may be, ha~ been 
heard, or has been given a reasonable opportunity of being heard. 

(4) No prosec-qtion for an offence against this Act shall be 
instituted in respect of the Rame facts on which a penalty has 
been imposed under this section. 

(5) An Assistant Commissioner or a Commissioner, who has 
made an order under sub-section (1) or sub-sect.ion (2), shall forth
with send a. copy of the same to the Income-tax Officer. 

Notice of demand. 

29. When the Income-tax Officer has determined a sum to 
be payable by an assessee under section 23, or when an order has 
been passed under sub-section (2) of section 25 or section 28 for 
the payment of a penalty, the Income-tax Officer shall serve on the 
assessee a notice of demand in the prescribed form specifying the 
sum so payable. 

Appeal against assessment under this Act. 

30. (1) Any assessee objecting to the amount or rate at 
which he is assesRed under section 23 or section 21, or denying his 
liability to be assessed under this Act, or objecting to a refusal 
of an Income-tax Officer to register a firm under section 26A or 
to make a fresh assessment under section 21, or to any order 
against him under sub-section (2) of sed ion 25, or section 25A 
or section 28, made by an Income-tax Officer, may appeal to the 
Assistant Commissioner against the aSflessment or against such 
refusal or order: 

Provided that no appeal flhall lie in respect of an allsessment 
made under sub-section (4) of flection 23. or under that sub-flection 
read with section 21. 
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(2) The appeal "hall ordinarily be presented within thirty 
days 01 receipt of the notice of demand relating to the assessment 
or penalty objected to or of the intimation of the refusal to pass 
an order under sub-section (1) of section 2:JA, or to register a 
firm under section 26A or of the date of the refusal to make a 
fresh asse88ment under section 27, as the case may be; but the 
Assistant'Commil!sioner may admit an appeal after the expiration 
flf the period if he is satildied that the appellant had sufficient 
cause for not presenting it within that period. 

(3) The appeal (oIha11 b~ in t.he prescribed form aud shall be 
verified in the prellcriht'tl manner. 

Hearing of appeal. 

S1. (1) The Alillistant Commi88ioner shall fix a day and 
place for the hearing of the appeal, and may from time to time 
adjourn the hearing. 

(2) The Assistant Commissioner may, before dispolling of any 
appeal, make lIuch further inquiry as he thinks fit, or cause fur
ther inquiry to be made by the Income-tax Officer. 

(3) In disposing of an appeal the Assistant Commissioner 
may, in the case of an order of assessment,-

(a) confirm, reduce, enhance 01' annul the assessment, or 
(b) set aside the asssesment and direct the Income-tax 

Officer to make a fresh assessment after making 
such further inquiry as the Income-tax Officer thinks 
fit or the Assistant Commissioner may direct,. and 
the Income-tax Officer shall thereupon proceed to 
make such fresh assessment, 

or, in the case of an order refusing to register a firm under section 
26A or to make a fresh assessment under section 21, 

(c) confirm such order, or cancel it and direct the Income
tax Officer to register the firm. or to make a fresh 
assessment, as the case may be, 

or. in the case of an order under sub-section (2) of section 2-5 or 
section 28, 

(d) confirm, cancel or vary such order: 
Provided that the Assistant Commissioner shall not enhance 

an 888essment unless the appellant has had a reasonable opportunity 
of showing cause against such enhancement. 

Appeals against ordel'8 of Assistant Commissioner. 

S2. (1) Anv lI!I<!e"lIee objecting to an order passt'd by an 
Assistant CommIssioner under section 28 or to an order enhancing 
his asse88ment under sub-section (3} of section 31, may appeal to 
the Commi88ioner within thirty days of the date on which he was 
served with notice of such order. 

(2) The appeal IIha11 be in the prt'lICribetl fonn, and shall be 
verified in the prescribed manner. 
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(3) In disposing of the appeal the Conllnissioner may, after 
giving the appellant an opportunity of being heard, pass such 
orders thereon as he thinks fit. 

Power of revision. 

33. (1) The Commissioner may of his own motion call for 
the record of any proceeding under this Act which has been taken 
by any authorit.y subordinate to him or lly himself when exercis
ing the powers of an Assistant Commissioner under sub-section 
(4) of sectioIl. 5. 

(2) On receipt of the record the Commissioner may make such 
inquiry or cause such inquiry to be made and, subject to the 
provisions of this Act, may pass such orders thereon as he thinks 
fit: 

Provided that. he shall not pass any order prejudici;,tl to au 
assessee without hearing him or giving him a reaEonable oppor
tunity of being heard. 

Reference to Board of Referees. 

a3A. (1) Any person aggrieved by an order of an In\<Dme
tax Officer under sub-section (1) or sub-section (2) of section 23A 
may, within thirty days of the date on which he was served with 
~otice of such order, lodge an appeal in the office of the Commis
SIOner. 

(2) The appeal shall be in the prescribed form and shall be 
verified in the prescribed manner. 

(3) The' Commissioner shall refer such appeal, with a state
ment of his own opinion thereon, to a Board of Referees for deci
sion; and the Board of Referees shall decide the appeal aft"l' 
hearing ·the appellant and any person deputed by the Commis-
sioner: • 

Provided that, before making a reference to a Board of 
Referees, the Commissioner may, and at the request of the appel
lant shall, in exercise of his powers of revision under section 3a, 
decide the matters in disput.e and thereupon the assessee may 
withdraw his appeal or proceed with it. 

(4) The decision of the Board of Referees shall be forwarded 
to the Commissioner who shall transmit it to the Income-tax Office>r 
who. passed the original order, and shall also send copies to each 
Income-tax Officer who has made any assessment consequent upon 
such order; and where a decision reverses or modifies the order of 
the Income-tax Officer; fresh asseSflments shall be ma(le in accord
ance. therewith, or such consequential adj~ustments as may lle 
requned shall be made in any asses~ment already made. 

(5) The decision of a Board of Refl'rees IIha11 not he subject 
to appeal to any Income-tax 'authority, and shall not be revised 
by the Commissioner in exercise of his powers under section 33. 

(6) A Board of Referees shall consist of, not less than three 
and not more than five persons, of whom not less than one-half 
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tlhall be non-officialtl having business experience, and one shall 
be a judicial officer not inferior in rank to a Subordinate Judge 
or a Judge of a Small Cause Court who has held judicial office 
for a period of not le88 than ten years, 

(i) Subject to the provitlions of sub-section (6), the Central 
Boarel of Revenue may luake rules regulating the formation. 
compotlition and procedure of Uoardl'l of Referee!!, 
Income escaping e.ssessment, 

31. If for any reallon income, profits or gain!! chargeable 
til iUl"lIme-tax hall eReapetl al'l!!el'lsment in a~y year, or hall been 
allllt'_11 at too low a rate, the Income-tax Officer may, at 
any time within one year of the end of that year, serve on the 
).erlSlm liable to pay ou I'luch income, profitl'l or gains, or, in the 
l'a14e IIf a l'omII3U~', ou the principal officer thereof,' a notice con
taiuiug all or auy of the requirements which may be included in 
a nlltiee uueler sub-section (2) of section 22, an(l may proceed to 
aS~.f'1'I1i or re-alll'lel'lS IIUl'l1 income, profits or gaiutl, and the provisions 
of thil'l Ad IIhall, tlO far as may be, apply accordingly as if the 
notiee were a notil'e il'1suell unller that sub-section: 

Provielt'll that the tax flhall be charged at the rate at which 
it would have 1.et'n dlargeil hall tIle income, profits or gains not 
t'lIl'ape<1 a,,~ePlPllllent or full al'lsessment, as the case may be. 
RectifIcatIon of mistake. 

35. (1) The COlllmillllioner or Atltlitltant Commil!ll!lioner may, 
at any time within one_ year from the date of any order passed 
by him in appeal or, in the calle of the COIDmis;ioner, in revision 
under section 33 and the Income-tax Officer may, at any time 
within one year from the date of auy demand made upon an 
alltletl8ee, on hill own motion rectify any mistake apparent from the 
reeord of the appeal, revision or alillel'lllment, al'l the ease JIlav be 
and sholl within the like period reetify auy such milltake which 
has hef'n Immght to hil'l Jlotiee hy the asse;see: 

I'J'ovidell that. uo Kuell rectificatioll IIhalI be made, having 
the eIYeet of t'uhullt·ing an assessmeut unless the Commissioner, 
the AlII!illtant l'ommiR"ioller or the lueome-tax Officer, as the case 
lila,\' hE', has Jfiveu ulltil'e to the a'iSeSRee of his intention so to 
110 and hall alluwt'1l him a reaPionable opportunity of being heard. 

(2) \Vhere an~' slu·h I'ectifil'ation has the effect of reducing 
the aRllellPimeut, the IlIt'ome-tax Officer shall make any refund 
whit·1t ma~' bf' 11ue to PlUell aSRE'SSee, 

(,n \VJIt!rt' Uuy SUdl redificatillu hall the effect of enhaucing. 
the aMKe!lllment, the IUl'tlIue-tax Offieer shall serve on the assessee 
a notil'e of demand i!l flle prescribed lonu flpecifying the sum 
).a~·al.le, anll "\I(·h notlce 01 tlemand IIllall be tleemt'<1 to he issued 
1II111er ,lIedilln 29, anll the proviflions of this Act 8hall apply 
u('corcllllgly, 
Tax to be calculated to nearest anna. 

36. In the determination of the amount of tax or of a 
rt'funll payable under thi" Ad. fractions of an auna less than six 
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pies shall be disregarded, and fractions of an anna equal to or 
exceeding six pies shall be regarded as one anna. 

Power to take ellidence on oath, etc. 

37. The Income-tax Officer, Assistant Commissioner and 
Commissioner shall, for the purposes of this Chapter, have the 
same powers as are vested in a Court under the Code of Civil 
Procedure, 1908, when trying a suit in respect of the following 
matters, namely:- . 

(a) enforcing the attendance of any person and examining 
him on· oath or affirmation; 

(b) compelling the production of documents; and 
(c) issqing commissions for the examination of witnessell, 

and any proceeding before an - Income-tax OHicer, Assistant 
Commissioner or Commissioner under this Chapter shall be deem
ed to be a " iudicial proceeding" within the meaning of s{'ctions 
193 and 228 and for the purposes of section 196 of the Indian 
Penal Code. 

Power to call for information. 

38. The Income-tax Officer or Assistant Commissioner may, 
for the purposes of this Act,-_ 

(1) require any firm, or Hindu undivided family to fur
nish him with a return of the members of the firm, 
or of the manager or adult male members of the 
family, as the case may be, and of their addresses; 

(2)- l'equire any person whom he has reason to believe to 
be a trustee, guardian, or agent, to furnish him 
with a return of the names of the persons for or 
of whom he is trustee, guardian, or agent, and of 
their addresses; 

(3) require any person whom he has reaSOn to believe to 
. be engaged in busi.ness, to furnish him with a 
return containing particulars of the location and 
style of his principal place of business, and. of his 
branch businesses, if any, the names and addresses of 
his partMrs in any business, and the extent of his 
own share and the shares of all such partnerfl In 

the profits of such business or businesses. 

Power to inspect the register of members of any company. 

39. The Income-tax Officer or Assistant Commissioner, or 
any person authorised in writing in this bt'ha1£ by the Income-tax 
Officer or Assistant Commissioner, may inspect and, if neceRsary, 
take copies, or cause copies to be taken, of any register of the 
members, debenture-holders or mortga.g'ees of any company or of 
any entry in such register. 
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CHAPTER V. 

LIABILITY IN SPECIAL CASJ!"'. 

Guardians, trustees and agents. 

10. In the case of any guardian, trustee or agent of any 
person being a minor, lunatic or idiot or residing out of Bl'itish 
India (all of which persons are hereinafter in this section includ
ed in the term beneficiary) being in receipt on behalf of such bene
ficiary of any income, profits or gains chargeable under this .Act, 
the tax shall be levied upon and recoverable from such guardian, 
trustee or agent, as the case may be, in like manner and to the 
Kame amount as it would be leViable upon and recoverable from 
any such bt'nt'ficiary if of full age, sound mind, or resident in 
British India, and in direct receipt of such income, profits or 
gains, and all the provisions of this Act shall apply accordingly. 

Courta of Warda, eto. 

11. In the case of income, profits or gains chargeable under 
this Act which are rt'ceived by the Courts of Wards, the Adminis
tratorll-General, the Official Trustees or by any receiver or manager 
(including any person whatever his designation whQ in fact 
manag~" propt'rty on behalf of another) appointed by or under 
any order of a Court, the tax shall be levied upon and recoverable 
from such Court of Wards, Administrator-General, Official Trustee, 
rect'ivt'r or manaA'f'r in the like manner and t:> the same amount 
as it would be It'viable upon and rt'coverable from any lerson on 
whofit'! bl'half surh income, profits or gains are receive , and all 
the provisions of this Act shall apply accordingly. 

Non-residents. 

12. (1) In thl' case of any person residing out of British 
India. all profitM or ~ainil accruing or arising, to such person, 

- whetht'r dirf'ctly or indirectly, through or from any business 
connt'rtion or property in British India. shall he deemed to be 
income ar('ruing or arising within British India, and shall be 
rhargt'ahle to income-tax in the name of the agent of anv such 
pt'rf;(ln, ond surh agent shall be deemt'd to be, for all the purposes 
of this Art, the allflt'flRee in respert of such income-tax: 

Provided that any arrears of tax may be recovered also in 
IIr('ordanre with the provisions of this Act from any assets of 
the non-rf'sident pl'rROn which are, or may at any time come within 
British India. 

(2) Where a person not resident in British India, and not 
lleiol!' a British subject or a firm or companv constituted within 
His Majf'sty's dominions or a braneh thl'reot, carries on business 
with a person resident in British India. and it appears to the 
Income-tax Officer or the Assistant Commiflsioner, as the cas~ mav 
be, that owing to the close connection between the resident and 
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the non-resident person and to the substantial control exercised 
by the non-resident over the resident, the course of business 
between those persons is so arranged, that t.he husiness done by 
the resident in pursuance of his connection with the non-resident 
produces -to the resident either no profits or less than the ordinary 
profits which might. be expected to arise in that business, the 
profits derived therefrom, or which may reasonably be deemed to 
have b,een derived t.herefrom, shall be chargeable to income-tax in 
the name of the resident person who shall be deemed to be, for 
all the purposes of this Act, the assessee in respect of such 
inc01;ne-tax. 

(3) Where any' profits or gains have accrued or arisen to 
any person directly or indirectly from the sale in British India 
by him or by any agency or branch on his behalf of any merchan
dise exported to British India by him or any agency or branch 
on his behalf from any place ,outside Britillh India, the profits 
or gains shall be deemed to have accrued and arisen and to have 
been received in British India, and no allowance shall be made 
under sub-section - (2) of section 10 in resp2ct of any buying or 
other commission whatsoever not actually paid, or of any other 
amounts not actually spent, for the purpose of earning such profits 
or gains. 

Agent to include persons treated as such. 

113. Any person employed by or on behalf of a person resid
ing out of British India, or having any business connection with 
such person, or through whom such person is in ~he receipt 
of any income, 'Profits or gains upon whom the Income-tax 
Officer has caused a notice to be served of his intention of treating 
him as t.he agent of the non-resident person shall, for all the 
purposes of this Act, ge deemed to be such, agent: 

Provided that no person shall be deemed to be the agent of 
a non-resinent person, unless he has han an onJ)ortunity of being 
hearn by the Income-tax Officer all to hii'l liability. 

Liability in case of a discontinued firm or partnership. , 
n. Where any business, profession or vocation carried on 

by a firm has been discontinued, every person who was at the time 
of such discontinuance a member of such firm shall be jointly 

• and severally liable for the amount of the tax payablt' in reRpect 
of the income, profits and gains of the firm. 
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CHAPTER YA 

SrECUJ. PBonswss REU.TJSG TO CERT.UX CLASSES Q],' SHIPPING. 

Liability to tax of occasional shipping. 

"A. The provisions of this Chapter shall, notw~thstanding 
anything contained in the other provisions of this AI'!, apply for 
th; purpose of the levy and recovery of tax ill t.he case of any 
perll(ln who re .. itles out of lhitish India amI carries on business in 
llritirlh India in an~' year as the owner or chartPrer of a ship (such 
person hereinafter in this Chapter. being referred to as the 
principal), lIDless tlll' Income-tax Officer is satisfied that there is 
an agent of linch principal from whom the tax will be recoverable 
in the following year under the other provisions of this Act. 

Retum of profits and gains. 

44B. (1) Before the departure from any port in British India 
of any ship in respect of which the provisions of this Chapter 
apply, the master (If the ship shall prepare and furnish -to the 
Jm·ome-tax «Ifficer a return of the full amount paid or payable to 
the principal, or to any person on his behalf, on account of the 
('arriage of all pallsengers, live-stock or goods shipped at that port 
since the lallt arrival of the ship thereat. 

(2) On re('eipt of the return! the Income-tax Officer shall 
assells the amount referred to in sub-section (1), and for this 
purpose may call for such accounts or documents as he may 
require, anti one-twentieth of the amount so assessed shall be 
deemed to be the alUount of t.he profits and gains acrruing to the 
principal on account of the carriage of the passengers, live-stock 
anll gOOfls shipped at the port. 

(.1) 'Vhen the profits anel gains have been assessed as afore
said, the Income-tax Officer shall (letermine the sum payahle a~ 
tax therl"on at the rate for the time lleing applicable to the total 
income o~ a company, and such sum shall be payable by the master 
of the shIp, and a port-cll"arance llliall not he grantl"d to the Rhip 
until the CURtmllll-collecior, (lr other officer duly authorised to 
grant the snnH', i~ "ati~fierl illnt tbe tax hail heeil dulr paid. 

Adjustment. 

nc. Xothing in this Chapter shall hI" dl"eml"d to prevent 
a principal from f~laillling, in any year following that in which 
any payml"nt has heen ma(le on his hehalf \lIlIler this Chapter, 
that an a!lllf'RSment be marll" of hill total in('ome in the previous 
~'ear, and that the tax pa~'able on the basis thereof he determined 
in acc!,rdancl" with the othl"r provisions of this Act, and, if he 
110 claIms, any RtU'h payment all aforesairl shall he treated as a 
payrnl"nt in advance of the tax and the difference between the Bum 
110 paid, and the amount or tax found payablebv him shall be 
paid by him or rf'fundl"d to him, \IS the cafoll" may 'bl', 

r, ZlO 
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OHAPTER VI 

RECOVERY m' TAX A:rID PENALTIES 

Tax when payable. 

~5. Any amount specified as payable in a notice of demand 
under subcsection (4) of section 23A or under section 29 or an 
order under. section 31 or section 32 or section 33, shall be paid 
within the time, at the place and to the person mentioned in the 
no~ice or· order, or if. a time is not so mentioned, then on or before 
the first day of the second month following the date of the service 
of the notice or order, and any assessee failing so to pay shall be 
deemed to be in default, provided that, when an assessee has 
presented an appeal under section 30 or under section 33A, the 
Income-tax Officer may in his discretion treat the assessee as not 
being in default as long as such appeal is undisposed of. 

Mode and time of recoyery. 

~6. (1) When an assessee is in default in making a payment 
of income-tax, the Income-tax Officer may in his discretion direct 
that, in addition to the amount of the arrears, a sum not exceed
ing that amount shall be recovered from the assessee by way of 
penalty. 

(1A) For the purposes of sub-section (1), the Income-tax 
Officer may direct the recovery of any sum less than the amount 
of the arrears and may enhance the sum so directed to be recovered 
from time to time in the case of a continuing default, so however 
that the total sum so directed to be recovered shall not exceed the 
amount of the arrears payable. . 

(2) The Income-tax Officer may forward to the Oollector a 
certificate under his signature specifying the amount of arrears 
due from an assessee, and the Oollector, on receipt of such certi
ficate, shall proceed to recover from such assessee the amount 
specified therein as if it were an arrear of land revenue: 

Provided that without prejiudice to any other powers of the 
Oollector in this behalf, he shall for the purpose of recovering the 
said amount have in respect of the attachment and sale of debts 
nue to the assessee the powers which under the Oode of Civil 
Procedure, 19GB, a Civil Oourt has in respect of the attachment 
and sale of debts due to a judgment-debtor for the purpose of the 
recovery of an amount due under a decree. 
. (3) In any area with respect to which the Commissioner has 

directed that any arrears may be recovered by any process en
forceable for the recovery of an arrear of any muniCIpal tax or 
local ~ate imposed under any enactment for'the t.ime being in 
force In any part of the province, t.he Income-tax Officer may 
proceed to recover the amount due by such process, 

(4) The Commissioner m~y. direct by what authority any 
powers Of duties incidep-t up-der any- such enactment as aforesaid 
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to the enforcement of any process for the recovery of a municipal 
tax or local rate shall be exercised or performed when that process 
is employed under sub-section (3). 

(5) If any assessee is in receipt of any income chargeable 
under the head" Salaries" the Income-tax Officer, may require 
any persoll paying the same to deduct from any payment subs~
(Iuent to the date of such requisition any arrears due from such 
assessee, and such person shall comply with any such requisition, 
and shall pay the sum so deducted to the credit of the Central 
Government, or as the Central Board of Revenue directs. 

(6) If the recovery of income-tax in any area has been 
entrusted to a Provincial Government under section 124 (1) of 
the Government of India Act, 1935, the Provincial Government 
may direct with respect to that area or any part thereof, that 
income-tax shall be recovered therein with, and as an addition 
to, any municipal tax or local rate, by the same person and in 
the same manner as the municipal tax or local rate is recovered. 

(7) Save in accordance with the provisions of sub-section (1) 
of section 42, no proceedings for the recovery of any sum payable 
under this Act shall be commenced after the expiration of one 
year from the last .day of the year in which any demand is made 
under this Act. . 

Recovery of penalties. 

17. Any sum imposed by way of penalty under the provi
siolls of sub-section (2) of section 2:'), section 28 or sub-section (1) 
of section 46, shall be recoverable in the manner provided in this 
Chapter for the recovery of arrear of tax. 

CHAPTER VII 

REFUNDS 

Refunds. 
18. (1) If a shartlhuider in a company who ,has received any 

dividend therefrum satisfies the Income-tax Officer or other 
authority appointed by the Ventral Government in this behalf 
that the rate of income-tax applicable to the profits or gains of 
the company at the time of the declaration of such dividend is 
~reater than the rate applicable to his total income of the year 
lD which such dividend was declared, or that his total income in 
such year is below the minimum chargeahle with income-tax, he 
shall, on production of the certificate received by him under the 
provillionll of section 20, be entitled to a refund on the amount 
of such dividend (including the amount of the tax thereon) 
l'all'ulatt'd at the difference bf'tween those rates or at the rate 
npplicahle to the profits and gain~ of the company at the time of 
the det'laration of such dividend; as the calle mar be. . 



INCOME-TAX LA VI AND AccouNts 

(2) If a member of a registt'red· firm or any person :who being 
a minor has been admitted to the benefits of partnershIp in such 
firm, satisfies the Income-tax Officer or other authority appointed 
by the Central Government in this behalf that the rate of income
tax applicable to his total income of the previous year was less 
than the rate at which income-tax has been levied on the profits 
or gains of the firm of that year. or that his total income of the 
previous year was below the minimum charg-eable with income
tax, he shall be entitled to a refund on his share of those I)l'ofits 
or gains calculated at the clifterence between those rates or at the 
rate at which incom.e-tax has been levied, as the cas~ lllay be. 

. (3) If the owner of a security from the interest on which, or 
any person from whose salary, income-tax has been deducted in 
accordance with the provisions of section 18, satisfies the Income
tax Officer or other authority appointed by the Central Govern
ment in this behalf that the rate of income-tax applicable to his 
total income of the previous year was less than the rate at which 
income-tax has been charged in making such deduction in that 
year, or that his total income of the previous year was below the 
minimum chargeable with income-tax, he shall be entitled to a 
refund on the amount of interest or salary from which such de
duction has been made calculated at the difference between those 
rates or at the rate at which income-tax has been deducted, as 
the case may be . 

. (.3A) Where the shareholder referred to ill sub-section (1), 
or the member of a registered firm or the minor admitted to the 
benefits of partnership referred to in sub-section (2) or the owner 
of a security referred to in sub-section (3) is a person whose 
income is included under the provisions of sub-section (3) 
of section 16 in the total income of another person, the provisions 
of sub-sections (1), (2) and (3) shall apply as if that person were 
himself the person entitled to a refund under those sub-sections. 

(4) For the purposes of this section, "total income" in
cludes, in the case of any person not resident in British India, all 
income, profits and gains wherever arising, accruing or received, 
which; if arising, accruing or received in British India, would be 
included in the computation .·of total income under section 16. 

(5) Nothing in this section shall entitle to any refund any 
person not resident in British India who is neither a British 
subject as defined in section 27 of the British Nationality and 
Status of Aliens Act, 1914, nor a subject of a State in India. 

General power to make refunds. 

. 48A. (1) If any case not proyide!l for bv section 48 or oy 
the provisions relating to refunds elsewhere contained in this Act 
the Inl'ome-tax Offirer is satisfietl, upon I'laim made ill this be
hal!. that tax has been llaid 11Y or Oil hehalf of a]1Y person 'With 
wluch he was .not properly ehargeahle or which was ill excess of 
the alll?Unt WIth which he was properly ehargeable, the Income
tax Officer shall allow a refund to such person of the amount so 
paill or so paid in excess. 
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(2) The Assistant Commissioner in the exercise of his appel
late powers, or the Commissiont'r in the exercise of his appellate 
powers or powers of re",ision if t<atisfied to the like effect shall in 
like manner cause a refund to be made by the Income-tax Officer _ 
of any amount found to have been wrongly paid or paid in excess. 

(3) Xotbing in this section IIl1all operate to validate any 
uhjedion or appeal which is otherwist' invalid or to authorise the 
rl',-i .. ion of anv assessment or other matter which has become final 
and conl'lu!'i",;, or the review by any officer of a decision of his 
own whieh is subject 'to appeal or rt'visinn, or where any relief is 
"pt'l'ifically provided elsewhere in this Act, to t'ntitle any person 
to any relit'f other or greater tllan that relief. 

Relief in respect of United Kingdom Inoome-tax. 

49. (1) If any person who has paid Indian income-tax fol' 
any yt'ar on any part of his income provt's to the satisfaction of 
the locome-tax Officer that he has paid United Kingdom income
tax for that year in respect of the Same part of his income and 
that the rate at ,,-hich he was t'nt-itled to, and has obtained, relief 
undt'r ~he provisions of section 27 of the Finance Act, 1920, is 
It'8s than the Indian rate of tax charged in respect of that part of 
his income,- he shall be entitled· to a reflind of a sum calculated 
on that part of his income at a rate equal to the difference between 
the Indian rate of tax or the appropriate rate of United Kingdom 
income-tax, ,,·hichever is lesR, and the rate at which he was 
entitled to, and obtained relief under that section. 

(2) In sub-section (1)-

(a) the expression "Indian income-tax" means lllcome
tax and super-tax charged in accordance with the 
provisions of this Act; 

(b) thc exprt'ssion " Indian rate of tax" means the amount 
IIf the Indian income-tax divided by the iueome on 
which it was charged; 

(c) the expretlsion "United Kingdom income-tax" means 
income-tax and super-tax chargeable in accordance 
with the provisions of the Income-tax Acts. 

(d) the expression "appropriate rate of Uuited Kingdolll 
income-tax" has the meaning assigned to that 
expl'ellsion in sectiou 2; of the l"illance Act, 1920, 
as amended by the :Finance Act, 1927. 

Power to set oft amount of refunds against tax remaining payable. 

49A. 'Where under any of the proviRioDI! of thil! Art. a .re
flllill j" f"uu.l til Ill' dut' to any pl'rson, the IIIf'llllle-tax tHIi('l'r, 
.\Ssist~lIt ~'Ullllllis"iuuer or Commissioner, as the case may be, 
may, 111 heu of payment of the refund, set off the amount to 
he rl'.fu.nded, or aD~' part of that alllount against the tax, if any, 
rema1l1lDg payable by the person to whom the refund is due. 
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Power of representatiY~ of deceased person or person disabled to 
make claim on his behalf. 

49B. Where through death, incapacity,. bankruptcy, liqui
dation or other cause, a person who would but for such cause 
have been entitled to a refund under any of the provisions of 
this Act, or tQ make a claim under section 48 or 48A or 49, is 
unable-to receive such refund or to make such claim, his executor, 
administrator or other legal representative, or the trustee 01: 
receiver, as the case may be, shall be entitled to receive such 
refund or to make such claim for the benefit of such person or 
his estate . 

. Limitation of claims for refund. 

50. No claim to any refund of income-tax und~r this Chapter 
shall be allowed, unless it is made within one year from the last 
day of the year in which the tax was recovered or before the last 
day of the financial year commencing after the expiry of the 
previous year, as defined in clause (11) of section 2, in which the 
income arose on which the tax was recovered, whichever period 
may expire later: 

Provided that a claim to refund under section 49 may be 
admitted after the period of limitation herein prescribed, when 
the applicant satisfies the Commissioner, or an Assistant Com
missioner of Income-tax specially empowered in this behalf by 
the Central Board of Revenue, that he had sufficient cause for not 
making the claim within such period. 

Appeal against refusal of refund. 

50A. (1) Any person objecting to' a refusal of un luCOlllt'
tax Officer to allow a claim to a refund under section 48 or 48A 
or 49 or to the amount of the refund made in any sueh cast', may 
appeal to the Assistant Commissioner. . . 

(2) The appeal shall be presented within thirty days of the 
date on which the refusal of the refund or the amount of the 
refund allowed was communicated to the appellant. 

(3) The appeal shall be made in the prescribed form and 
shall be verified in the prescribed manner. 

(4) The Assistant Commissioner may, after giving the 
appellant an opportunity of being heard, pass such orders as he 
thinks fit. . 
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Failure to make payments or deliver returns or statements or a]ow 
Inspection. 

51. If a person fails without reasonable cause or excuse-
(u) to dpduct and pay any tax as requirell by section 18 

or under sub-section (5) of section 46; 
(b) to furnish a certificate required by sub-section (9) of 

section 18 or by section 20 to be furnished; 
(c) to furnish in due time any ~f the returns mentioned 

in section 19A, section 20A, section 21, section 22, 
or section 38; 

(d) to produce, or cause to be produced, on or before the 
date mentioned in any notice under sub-section (4) 
of section 22, such accounts and documents as are 
referred to in the notice; 

(e) to grant inspection or allow copies to be taken III 

accordance with the provisions of section 39; 

Ite shall, on conviction before a Magistrate, be punishable with 
fine which may extend to ten' rupees for every day during which 
the ddault continues. 

False statement In declaration. 

52. If a person makes a "tatement in a verification men
tioned in sed ion 19A or section 20A or section 22 or sub-section (2) 
of sec-tion 26.\ or sub-section (3) of section 30 01' sub-section (2) 
of section :12 or sub-section (2) of section 33A or sub-s2ction (3) of 
se('t-ion 50A, which is false, and which he either knows or believes 
to be faille, or cloes not believe to be true, he shall be deemed to have 
committed t he offence described in section 177 of the Indian Penal 
Code. 

Prosecution to be at Instance of Assistant Commissioner. 

53. (1).\ person shall not be proceeded against for an 
olJenl'e under section 51 or section 52 excl'pt at the instance of the 
A~~illtant Commissioner. 

(2) The Assistant Commissioner may stay any such proceeding 
or cODipoUlul any such offence. 

Disclosure of Information by a public servant. 

51. (1) All particulars contained in any statl'lllent made, 
rt'turn furni"hpll or accounts or documents produced nodel' the 
provi~i~1l11 of this. Act, or in any evidence given, 01' affirlavit or 
depOSItIon made, m, the course of any proceedings under this Al't 
othf'r than rrll(,f't'dlllg~ lIndf'r this Chapter, or in any rf'cord of 
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any assessment proceeding, or any proceeding relating to the 
recovery of a demand, prepared for the purposes of this Act, shall 
be treated as confidential, and notwithstanding anything contain
ed in the Indian ,Evidence Act, 1872, no Court shall, save as 
provided in this Act, be entitled to require any public servant to 
produce before it any such return, accounts, documents or record 
or any part of any such record, or to give evidence before it in 
respect thereof. 

(2) If a public servant discloses any particulars containetl ill 
any such statement, return, accounts, documents, evidence, affi
davit, deposition or record, he shall be punishable with imprison
ment "which may extend to six months, and shall also be iiable 
to fine: 

Pro,=ided that nothing in the section shall apply to the. dis
closure-

(a) 

(b) 

(c) 

(cc) 

of any such particulars for the purposes of a prosecu- " 
tion under the Indian Penal Code in respect of any 
such statement, return, accounts, documents," evi
dence, affidavit or depm;ition, or for the purposes of 
a prosecution uncler this Act, or 

of any such particulars to any person acting in the 
execution of this Act where it is necessary to disclose 
the same to him for the purposes of this Act, or 

of any such particulars occasioned by the lawful employ
ment under this Act of !J.ny process for the service 
of any notice or the recovery of any demand, or 

of any such particulars occasioned by the lawful 
exercise by a public servant of his powers under "the 
Indian Stamp Act, 1899, to impound an insufficient
ly stamped document, or 

(d) of such facts, to an authorised officer of the United 
Kingdom, as may be necessary to enable relief to 
be given uncler section 27 of the Finance .~ct, 1920; 
or a refund to be given under section 49 of this Art : 

Provided further that nothing in this section shall apply to 
the production by a public servant before a Court of any docu
ment, declaration or affidavit filed, or the record of any statement 
or deposition made in a proceeding under section 26A, or to tIre 
giving of evidence by a public servant in respect thereof: 

Provided further that no prosecution shall be instituted uncler 
this section except with the previous sanction of the Commissioner. 
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CHAPTER IX 

SUPER-TAX 

Charge of luper-tax. 

55. In addition to the income-tax charged for any year, 
there shall be charged, levied and paid for that year in respect 
of the total income of the previous year of any individual, Hi.ndu 
undivided family, company, unregistered firm or other associa
ti.on of individuals, not being a registered firm, an additional 
duty of income-tax (in this Act referred to as super-tax) at the rate 
or rates laid down for that year by Act of the Central Legislature: 

Provided that, where the profits and gains of an unregistered 
firm have been assessed to super-tax, super-tax shall not be" payable 
by an individual having a share in the firm in respect of the 
amount of such profits and gains which is proportionate to his 
~~. " 

Total Income for purposes of super-tax. 

56. Subject to the provisions of this Chapter, the total income 
of any individual, Hindu undivided family, company, unregis': 
tered firm or other association of individuals shall, for the pur
poses of super-tax, be the total income as assessed for the pur
poses of income-tax, and where an assessment of total income" has 
become final and conclusive lor the purposes of income-tax for 
any year, the assessment shall also be final-and conclusive for the 
purposes of super-tax- for the same year: " 

Non-resIdent partners and shareholders. 

57. (1) In the case of any person residing out of British 
India who is a member of a regIstered firm, and whose share of 
the profits from such firm is liable to super-tax, the remaining 
members of such firm who are resident in British India shall be 
jointly and severally liable to pay the super-tax due from.the non
n>lIident member in respect of such share. 

(2) 'Vhere any person pays any tax under the provisions of 
this section on account of another person who "is residing out of 
British India, credit shall be given therefor in determining the 
amount of the tax to be payable by any agent of such non
resident person under th'e provisions of f!ect.ions 42 and 43. 

ApplIcation of Act to super-tax. 

5S. (1) All the provisions of this Act, relating to the charge, 
assessment, collection and recovery of income-tax except those 
contained in section 3, the proviso to sub-section (1) of section. 7, 
the second and third provisos to section 8,sub-section (2) of sectIOn 
14, and sections 15, 17, 19, 20, 21, 48, 58F and sub-sections (2) 
and (3) of section 58G shall apply, so far as may be, to the 
rharge, "aSSeflflment, collection and recovery of super-tax. 

F.31 
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(2) Save as pJ.·ovided in sub-section (3.4), (3H) , (3C) and 
(3D) of section 18, section 57 and section 58H super-tax shall be 
payable by the assessee direct. 

CIlAPTER IXA 

SPECIAL PROVISIONS RELATING TO CERTAIN CLASSES OF PROVIDENT 

FUNDS 

Definitions. 

5SA. In this Chapter, unless there is anything repugnant 
in the subject or context,-

(a) a "recognised provident fund" means a provident 
fund which has been and continues to be recognised 
by the Commissioner, in accordance with the provi
sions of this Chapter; 

(b) an "employer" means-
(i) a Hindu undhided family, company, firm or other 

association of individu..als or persons, or 
(ii) an individual engaged in a business, profession or 

vocation whereof the profits and gains are asses
sable 10 income-tax under section 10 or section 11. 

maintaining a. provident fund for the benefit of his 
or its employees; 

(0) an " employee" means an employee participating in a 
provident fund, but dot's not include a pl'l'sonal or 
domestic servant; 

(d) a '~contribution " means any sum credited by or on 
behalf of any employee out of his salary, or by an 
employer out of his own monies, to the individual 
account of an employee, but does not include any 
sum credited as interest; -

(e) the" balance to the credit" of an employee means the 
total amount to the credit of his individual account 
in a provident fund at any time; 

<I) the " annual accretion " to thJl balance to the credit 
of an employee means the increase to such balance 
in any year, arising from contributions and interest; 

(g) the " accumulated balance due" to an employee means 
the balance to his credit, or such portion thereof as 
may be claimable by him under the regulations of 
the fund, on the day he ceases to be an employee 
of the employer maintaining the fund; and 

(11.) the "regulations of a fund" means the special body 
of regulations governing the constitution and ad
ministration. of a particular proyident fund. 
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The aoool'Cling and withdrawal of recognition. 

58B. (1) The Commissioner of Income-tax may accord 
recognition to any provident fund which, in his opinion, satisfies 
the conditions prescribed in section 58C and the rules made there
under, and may, at any time, withdraw such recognition if, in his 
opinion, the provident fund contravenes aD¥ of those conditions. 

(2) The Central Government may, at its discretion, direct the 
Commissioner of Income-tax to refuse to accord recognition to any 
provident fund, or may, at any time, withdraw recognition from 
any recognised provident fund. 

(3) An order according recognition shall take effect on such 
date as the Commissioner may fix in accordance with any rules 
the Centrat Board of Revenue may make in this behalf, such 
date not bemg later ihan the last ·day of the financial year in 
which the order is made. 

(4) An order withdrawing recognition shall take effect. from 
the day on which it is made. 

(5) An employer objecting to an order of the Commissioner 
refusing to recognise a provident fund may appeal, within sixty 
days of such order, to the Central Board of Revenue. 

The appeal shall be in the form and shall be verified in the 
manner prescribed by the Central Doard of Revenue. 

ConditioDl to be satisfied b1 a recogtLsed plOYident (und. 

58C. (1) In order that a provident fund may receive and 
rt:tain recognition, it shall satisfy the conditions set out below 
und any other conditions which the Central Government may, by 
rule, prescribe- .. -... 

(a) All employees I!hall be employed.in India, or .shall be 
employed by an employer whose principal place of 
business is in .ilritish India. 

(6) The contributions of an .employee in ally year ,hall be 
a definite proportion of his salary for that year, and 
shall be deducted by the employer from the employee's 
salary in that proportion, at each periodical pay
ment of such salary in that year, and credited to the 
employee's individual account in the fund. 

(c) Subject to the provi,;ions of section 58D, the contrilJu
tions of ·an employer to the individual account of an 
employee in any year shall not exceed the amount 
of the contributions of the employee in that year, 
and shall be credited to the employee's individual 
account at intervals not exceeding one year. 

(d) The fund shall consist of contributions as above 
specified, of accumulatioDs thereof, and of interest 
(simple and compound), credited in respect of such 
contributions and accumulatioDs, and of securities 
purchased therewith, and of no other sums. 
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(e) The fund shall be _vested in two or more trustees or in 
the Official Trustee under a trust which shall 
not be revocable save with the consent of all the 
beneficiaries. 

(f) The employer shall not be entitled to recover any sum 
whatsoever from the fund, save in cases where the 
employe~ is dismissed for misconduct or voluntarily 
leaves his employment otherwise than on account 
of ill-health or other unavoidable cause before the 
expiration of the term of service specified in this 
behalf in the regulations of the fund. 

In such cases the recoveries made by the employer shall -
be limited to the contributions made by him to the 
individual account of the employee, and to interest 
(simple and compound) credited in respect of such 
contributions and accumulations thereof, in accord
ance with the regulations of the fund. 

(g) The accumulated balance due to an employee shall be 
payable on the day he ceases to be an employee of 
the employer maintaining the fund. 

(h) Save as provided in clause (g), or in accordance with 
such conditions and restrictions as -the Ventral 
Government may, by rules, prescribe, no portion of 
the balance to the credit of an employee shall be 

-payable to him. - - -- - -

- (2)' Where tneie -is a" "repugnance between any regulation of 
a recognised "provident fund aria any provision" of thisVhapter 
or of the rules inade -thereunder,the regulation shall,to the 
extent of the repugnance, be of no effect. - " 

-T'ile Co~missloner may, -at any time, reqllire that such repug
nance shall be relilo'v:ed from- t~~ 'regulations of- the_ fund. . 

Power- to relax _ -restrictions of emp:oyer's _ contrIbutions _ in certain 
cases. 
5SD. Subject to any rules which the Central Government 

may make in this behalf, the Commissioner may, in respect of any 
particular fund; relax the provisions of condition (0) of sub-section 
(1) of section 580-

(a) 

(b) 

so as to permit the payment of larger contributions by 
an employer to the individual accounts of employees 
whose salary does not exceed five hundred rupees 
per mensem; and -

so as to permit the crediting by employers t.o .the 
individual accounts of employees of perlodlCal 
bonuses or other contributions of a contingent nature, 
where the calculation and payment of such bonu~es 
or other contributions is provided for on defilllte 
principles by the regulatipnsof the fund. 
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Annual.accretion deemed to be income receiyed. 

58E. The annual accretion in any ·year io the balance at the 
credit of an employee participating in a recognised provident fund 
shall be deemed to have been received by him. in that year ~nd 
shall be included in his total income for that year, and, subJect 
to the exemptions specified in section 58F, shall be liaDle to 
income-tax and super-tax: . 

Pro,ided that, for the purpose of sub-section (3) of section 
15, out of such annual accretion only the employee's own contri
butions shall be included in his total income. 

Exemption of annual accretion from income-tax. 

58F. (1) An employee shall not be liable to pay income-t~ 
on contributions to his mdividual account in a recognised proVI
dent fund, in 80 far as the aggregate of such contributions in any 
year does not exceed one-sixth of his salary in that year. 

(2) In the accounts of a ,recognised provident fund, the con
tributions exempted from income-tax under sub-section (1) and 
accumulations thereof shall be shown separately, and interest 
thereon shall be calculated and shown separately. Such interest 
.. hall Le exempt from payment of income-tax, in so far as it is 
allowea at a rate not exceeding such rate as the Central Govern
ment may, by modification in the Official Gazette, fix in this behalf. 

Exemption of accumulated balance from income-tax and super-tax. 

58G. (1) Where the accumuiated, balance due to anemploy.ee 
participating in a recognised provident fund . becomes . payable, 
lIuch accumulate<l balance shall be exempt from payment of 
super-tax except to the extent of an amount equal to the aggre
gate of the amounts of super-tax on annual accretions that· would 
have been payable under section EBE up to the firl:it day of April, 
1933, if the Indian Income-tax (Second Amendment) Act, 1933, 
had come into force on the 15th March, 1930: .. . 

(2)· Where an employee participating in a recognis~d p~ovi
<lent fund has rendered continuous service with his employer for 
a period of not less than five years, and the accumulated balance 
due to him becomes payable, such accumulated balance shall be 
exempt from payment of income-tax and shall be excluded from 
the computation of his total income: 

Provided that the Commissioner of Income-tax may allow 
such l'xemption and exclusion where the employee has render~d 
continuous service with the employer for a period of less than five 
years, if, in his opinion, the service has been terminated by. reason 
of the employee's ill-health, or by the contraction or disconti
nuance of the employer's business, or other cause beyond the 
control of the employee. 

(3) Where exemption from payment of income-tax is not 
allowed under the provisions of sub-section (2) the Income-tax 
Officer shall calculate the t.otal of the various sums of income-tax 
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from the payment of which the contributions and interest 1;redihd 
to the employee's individual account have been exempted under 
the provisions of sub-sections (1) and (2) of section 58}', and such 
total shall be payable by the employee, in additiOll to any other 
income-tax for which he may be liable for the year in which the 
Ilccumulated balance due to him becomes payable. 

Deduction at source of Income-tax payable on accumulated balances 
due. -

58H. The trustees of a recognised provident fund, or other 
]Jerson authorised by the regulations of the fund to make payment 
of accumulated balances due to employees, shall, at the time an 
accumulated balance due to an employee is paid, deduct therefrom 
any income-tax payable under sub-section (3) of section58G and 
any income-tax and super-tax payable on an employee's total 
income as determined under sub-section (3) of section 58J, -and 
sub-sections (4) to (9) of section 18 shall apply as if the sum to be 
deducted were income~tax payable under the head " Salaries." 

Accounts of recognised provident funds. 

581. (1) The accounts of a recognised provident fund shall 
be maintained by the trustees of the fund and shall be in such form 
and for such periods, and shall contain such particulars· as the 
Central Board of. Revenue may prescribe. 

(2) The accounts shall be open to inspection at all reasonable 
times by Income-tax authorities, and the trustees shall furnish 
to the. Income-tax Offi.cer such abstracts thereof as the Central 
Board of Revenue may pr-escribe. 

Treatment of balances in newly recogn:sed proddent funds. 

58J. (1) Where recognition is accorded to a provident fund 
with existing balances, an account shall be made of the fund up 
to the day before the day on which the recognition takes effect, 
showing the balance to the credit of each employee on such day, 
and containing such further particulars al! the Central Board of 
Revenue may prescribe. 

(2) The account shall. also show in respect of th~ ba~allce to 
the credit of each employee the amount thereof whIch IS to b.c 
transferred to that employee's account ill. the recognised prOVI
dent fund and such amount (hereinafter called his transferred 
balance) shall be shown as the balance to his credit in the recog
nised provident fund on the .date on which the recognition of the 
fund takes effect, and sub-sections (3) and (4) shall apply 
thereto. 

Any portion of the balance to the credit of an employee in 
the existing fund which is not transferred to the recognised fund 
shall be excluded from the a.ccounts of the recognised fund and 
shall be liable to income-tax and super-tax in accordance with 
the provisions of this Act other than this Chapter. 
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(3) Subject to such rules as the Central Board of Revenue 
may make ill this behalf, the lncome-tax Officer shall make a 
calculation of the aggregate of all SUlliS comprised in a transferred 
"a lance which would have beell liable to income-tax if this 
t:hapter had been in force from the date of the institution of the 
fund, without regard to any tax which may have been paid 011 

any such sum, and such aggregate (if any) shall. be deemed to be 
income received by the employee in the year in which the recog
nition of the fund takes effect, and shall be included in the 
employee's total income for that year; and, for the purposes of 
assessment,- the remainder of the transferred balance shall be 
dillregarded, but no other exemption. or relief, by way of refund 
or otherwise, shall be granted in respect of any sum comprised in 
lIuch transferred balance: 

Provided that, in cases of serious accounting difficulty, the 
Commillsioner shall ha\"e power, subject to the said rules, to make 
a lIummary calculation of such aggregate. 

(4) Notwithstanding anything contained in condition (h) of 
~\lb-se(·tion (1) of section 58C, an employee, in order to enable 
him to pay the amount of tax assessed on his total income as 
fletermined under sub-section (.3), shall be entitled to withdraw 
from the balance to his credit in the recognised provident fund 
a IIum not exceeding the difference between such amount and the 
amount to which he would have been a~se~sed if the transferred 
balance had not been included in his total income. 

(5) Nothing in this section shall affect tIierights of the 
persons administering an unrecognised provident fund or deal
lDg with it, or with the balance to the credit of any individual 
employe!', before recognition is accorded, in any manner which 
may be lawful. 

Treatment of fund transferred by employer to trustee. 

58K. (1) 'Vhere an employer who maintains a provident fund 
(wl1ether recognised or not) for the benefit of his employees 
and hall not transferred the fund or any portion of it, transfers 
IIuch fund or portion to trustees in trusi for the employees parti
ripating in the fund, the amount so transferred shall be deemed 
to be of the nature of capital expenditure. 

(2) When an employee participating in such fund is paid 
the accumulated balance due to him therefrom, any portion of 
IIuch balance as represents his share in the amount so transferred 
to the trustee (without addition of interest. and exclusive of the 
rmployeE"s contributions and interest thpreon) shall be deemed to 
hI' an E'xpenditllre hy the employer within the meaning of clause 
liz) of sub-section (2) of section 10, incurred in the year in which 
the accumulated balance due to the employee is paid. 

Proylslons relating to rules. 

58L. (1} All rules made under this Chapter shall be subject 
to the provlslonsof sub-sections (4) and (5) of section 59. 
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(2) In addition· to any power conferred by this Chapter, the 
Central Government may make rules- -

(a) prescribing the statements and other information to 
be submitted with an application for recognition; 

(b) limiting the contributions to a recognised provident 
fund by employees of a company who are share
holders in the company; 

(c) providing for the assessment by way of penalty of any 
consideration received by an employee for an assign
ment of, or creation of a charge upon, his beneficial 
interest in a recognised provident fund; 

(d) determining the extent to and the manner in which 
exemption from payment of income-tax ana super
tax may be granted in respect of contributions and 
interest credited to the individual accounts of 
employees in a provident fund from which recogni
tion has_been withdrawn; and 

(e) generally, to carry out the purposes of this Chapter and 
to secure such further control over the recognition of 
provident funds and the administration of recognised 
providen-t funds as it may deem requisite. 

Application of this Chapter. 

58M. This Chapter shall not apply to any provident fund 
to which the Provident Funds Act, 1925, applies. 

CHAPTER X 

Mrs CELLA~"'EOUS 

Power to make rules. 

59. (1) The Central Board of Revenue may, subject to the 
control of the Central Government, make rules for carrying out 
the purposes of this Act and for the ascertainment and oetermina
tion of any class of income. Such rules may be made for the 
whole of British India or for such part thereof as may be specified. 

(2) Without prejudice to the generality of the foregoing 
power, such rules may-

(a) prescribe the manner in which, and the procedure by 
which, the income,. profits. and gains shall be arriv
ed at in the case of-

(i) incomes derived in part from agriculture and in part 
from business; 

(ii) insurance companies; . 
(iii) persons residing out of British India i 
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(b) prescribe the procedure to be followed on applications 
for refunds j 

(c) provide for such· arrangements with His Majesty's 
Government as may be necessary to enable the 
appropriate relief to be granted under section 21 of 
the Finance Act, 1920, or under section 49 of this 
Act; 

(d) prescribe the year which, for the purpose of relief 
under section 49. is to be taken as corresponding to 
the year of assessment for the purposes of section 27 
of the Finance Act, 1920; and 

(e) provide for any matter which by this Act is to be 
prescribed. _ 

(3) In cases coming under clause (a) of sub-section (2), where 
the income, profits and gains liable to tax cannot be defi
nitely ascertained. or can be ascertained only with an amount 
of trouble and expense to the assessee which, in the opinion of 
the Central Board of _ Revenue, is unreasonable, the rules made 
under that sub-section may-

(a) prescribe methods by which an estimate of such 
income, profits and gains may be made, and 

(b) in cases coming under sub-clause (i) of clause (a) of 
sub-section (2), prescribe the proportion of the 
income which shall be deemed to be income, profits 
and gains liable to tax; 

and an assessment based on such estimate or proportion shall bp, 
deemed' to be duly made in accordance with the provisions of 
this Act. 

(4) The power to make rules conferred by this section shall, 
except on the first occasion of the exercise thereof, be subject to 
the ('ondition of previous publication. 

(5) Rules made under this section shall be published in the 
Official Gazette, and "hall t.hereupon have effect as if enacted in 
this Act. 

Power to make exemptions, eto. 

80. (1) The Central Government may, by notification in the 
Official Gazette, make an exemption, reduction in rate or other 
modification, in respect of income-tax in favour of any class of 
income, or in regard to the whole or any part of the income of any 
dass of perSODS. --

(2) Wliere, by reason of any portion of an assessee's salary 
being paid in arrears or in advance. or by reasons of hIS having 
received in anyone financial year salarY for more than twelve 
months. his income is assessed at a rate higher than that at which 
it would otherwise have been assessed, the Central Government 
may grant 1I\1('h relief as it may think fit. 

F.32 
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Appearance by authorised representative. 

61. Any assessee, who is entitled or required to attend before 
any Income-tax authority in connection with any proceeding 
under this Act, may attend either in person or by any person 
authorised by him in writing in this behalf. 

Receipts to lle given. 

62. A receipt shall be given for any mORrv paid or recovered 
under this Act. 

Service of notices. 

63. (1) A notice or requisition under this Act may be serv
ed on the person therein named either by post or. as if it were a 
summons issued hy a Court, under the Code of Civil Procedure, 
1908. 

(2) Any such notice or requisition may, in the case of a firm 
or a. Hindu undivided family, be addressed to any member of the 
firm or to the manager, or any adult male member of the family 
and, in the case of any other association of individuals, be 
addressed to the principal officer thereof. 

Place of assessment. 

6~. (1) Where an assessee carries on business at' any place, 
he shall be assessed by the Income-tax Officer of the' area in which 
that place is situate or, where the business is carried on in 
more places than one. by the Income-tax Officer of the area in 
which his principal place of business is situate. 

(2) In all other case!!, an assessee shall be assessed by the 
Income-tax Officer of the area in which he resides. 

(3) Where any question arises under this section as to the 
place of assessment, such question shall be determined by· the 
Commissioner, or, where the question is between places in more 
provinces th\\n one,. by the Commissioners concprned, or, if they 
are not in agreement, by the Central Board of Revenue: 

Provided that, before any such question is determined, the 
assessee shall have had an opportunity of representing his- views. 

(4) Notwithstanding anything contained in this section, 
every Income-tax Officer shall have all the powers conferred by or 
under this Act on an Income-tax Officer in respect of any income, 
profits or I!ains accruing. or ari~ing or rf'cf'ived within the arf'a 
for which he is appointed. 

Indemnity. 

65. Every person deducting , retaining or paying any tax in 
pursuance of this Act in respect of income belonging to another 
person is hereby indemnified for thf' df'lluction, retf'ntion or pay
ment thereof. 
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Statement of case by Commissioner to High Court. 

66. (1) If, in the course of any assessment under this Act 
or any proceeding in connection therewith other than a proceed
ing under Chapter VIII, a question of law arises, the Commis
sioner may, either on his own motion or on reference from any 
Income-tax authority subordinate to him, draw up a statement of 
the case and refer It with his own opinion thereon to the High 
Court. 

(2) Within sixty days of the date on which he is served with 
notice of an order under section 31 or section 32 or of an order 
under section 33 enhancing an assessment or otherwise prejudicial 
to him or of a decision by a Board of Referees under section 33A 
the assestlee in respect of whom the order or decision was passed 
may, by application accompanied by a fee of one hundred rupees 
or such lesser sum as may be prescribed, require the Commissioner 
to refer to the High Court any ouestion of law arising out of such 
order or decision and the Commissioner shall, within sixty days 
of the receipt of such application, draw up a statement of the 
case and refer it with his own opinion thereon to the High Court: 

Provided that a reference shall lie from an order under 
section 33 only on a question of law arising out of that ordel' 
itself, and not on a question of law arising out of a previous order 
under section 31 _ or section 32, revised by the order under 
section 33: 

Pl'ovided fwother that. if. in eXerCitl6 of his power of revision 
under section ::la, the Commissioner decides the question. or if the 
Commissioner rejects the application on the ground that it is 
Lime-barred or otherwise incompetent. or i~ in exercise of his 
powers under Bub-section (3), the CommissIOner refuses to state 
the case, the assessee may within thirty days from the date on· 
which he receives notice of the order passed by the Commissioner 
withdraw his application, and if he does so, the fee paid shall 
be refunded. 

(3) If, on any application being made under sub-section (2), 
'the Commissioner refuses to state the case on the ground that 
no question of law arises, the assessee may within six months 
from the date on which he is served with notice of the refusal 
apply to the High Court, and the High Court, if it is not satis-

, tied of the correctness of the Commissioner's decision, may require 
the Commissioner to state the case and to refer it, and, on receipt 
of auy such requisition, the Commissioner shall state and refer the 
case accordingly. -

(3.40) If, on any application being made under sub-section 
(2), the Commitlsioner rejects it on the ground that it is time
hurred, the asseli"ee may, within two months from the date on 
which he is served with notice of t.he order of the Commissioner, 
apply to the High Court, and the High Court, if it is not satisfied 
of t.he correctness of the Commissioner's decision, may require 
the Commis~ioner to treat the application as made within the time 
allowt'd und"r SUb-8t'ctiou (2), . 
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(4). If the High Court is not satisfied that the statements in 
a case referred under this sectioil are sufficient to enable it to 
determine the question raised thereby, the Court may refer the 
case back to the Commissioner by whom it was stated to make 
such additions thereto or alterations therein as the Court may 
direct in that behalf. 

(5) The High Court upon the hearing of any such case shall 
decide the questions of law raised thereby, and shall deliver iti:! 
judgment thereon .containing the grounds on which such decision 
is founded, and shall send to the Commissioner by whom the case 
was stated a copy of, such judgment under the seal of the Court 
and the signature of the Registrar, and the Commissioner shall 
dispose of the case accordingly, or, if the case arose on a reference 
from any Income-tax authority subordinate to him, shall forward 
a copy of such judgment to such authority who shall dispose of 
the case conformably to such judgment. 

(6) Where a reference is made to the High Court on the 
application of an assessee, the costs shall be in the discretion of 
the Court. 

(7) Notwithstanding that a reference has been made under 
this section to the High Court, income-tax shall be payable in 
accordance with the assessment made in the case: 

Provided that, if the amount of an assessment is reduced as 
a result of such reference, the amount overpaid shall be refunded 
with such interest as the Commissioner may allow. 

(7 A) Section 5 of the Indian Limitation Act, 1908, shall 
apply to an application to the High Court by an assessee under 
sub-section (3) or sub-section (3A). 

(8) For the .purposes of this section "the High Court ,~, 
means-

(a) III relation to the N orth-West Frontier Province and 
British Baluchistan, the High Court of Judicature 
at Lahore; 

(b) in relation to the province of Ajmer-Merwara, the High 
Court of Judicature at Allahabad; and 

(c) in relation to the province of Coorg, the High Court 
of Judicature at Madras. 

References to be heard by Benches of High Courts, and appeal to lie 
in certain cases to Privy Councn. 

66A. (1) When any case has been referred to the High Court 
under section 66, it shall be heard by a Bench of not less than two 
Judges of the High Court, and in respect of such case the provi
sions of section 98 of the Code of Civil Procedure, 1908, shall, so 
far as may be, apply notwithstanding anything contained in the 
Letters Patent of any High Court established by IJetters Patent 
or in any other law for the time being in force. 

. (2) An appeal shall lie to His Majesty in Council from any 
judgment of the High Court delivered on a reference made under 
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&ection 66 in any case which the High Court certifies to be a fit 
one for appeal to His Majesty in Council. 

(3) The provisions of the Code of Civil Procedure, 1908, 
relating to appeals to His Majesty in Council shall, so fur a" 
may be, apply III the case of appeals undel' this sect.ion in like 
manner as they apply in the case of appeals from decrees of a 
lligh Court: 

Provided that lll.thing in this sub-section shall be deemed to 
affed the provisions of "ub-section (5) or sub-section (7) of 
section GG: 

Provided further that the High Court may. on petition made 
for the execution of the order of His Majesty in Council in respect 
of any costs awarded thereby, transmit the order for execution to 
any Court subordinate to the High Court. 

(I) Where the judgment o'f the High Court is varied or 
reversed in appeal under this section, effect shall be given to 
the order of His Majesty in Council in the manner provided in 
sub-sections (5) and (7) of section 66 in the case of a jiudgment of 
the High Court. 

(5) Nothing in this section shall be deemed-
(0) to bar the full and unqualified exercise of His Majesty's 

pleasure in receiving or rejecting appeals to His 
Majesty in Council, or otherwise howsoever, or 

(b) to interfere with any rules ~ade by the Judicial Com
mittee of the Privy Council, and for the time being 
in force, for the presentation of appeals to His 
Majesty in Council, or their conduct before the said 
Judicial Committee. 

Bar or suita In ClyU Court. 
67. No suit shall be brought in any Civil Court to set aside 

or modify any assessment made under this Act, and no prosecu
tion, suit or other proceeding shall lie against any Officer of the 
Crown for anything in good faith done or intended to be done 
under this Act. 

Computation or periods or limitation. 

67.1. In computing the period of limitation prescribed for 
an appeal under this Act or for an application under section 66, 
the day on which the order complained of was made, and 
the time requisite for obtaining a copy of such order, shall be 
excluded. 
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The assessees ~o remember the following provisions:-

(1) A company is bound to submit a Return by l?th J Ulle 

every year.. l::iectlon 22~1) 
(2) .None else is bound to submit any Return unless the 1.'1'.0. 

has served a notice and a form. ~ectIOn ~"\:.-!) 
(3) I.T.O. can ask for .accounts and documents to be pro~ 

duced. ~ection 2~\ 4) 
(4) Where I.T.O. thinks that the Return submitted is in

complete or incorrect, he shall serve a notice requiring attendance 
or production of evidence in support of his Return. ~ection 2a(~) 

(5) Where notice and form served (generally notices under 
section 22(4) and 23(2) are served together) but 

(a) ne Return is submitted, or (b) fails to produce accounts 
and documents, I:r.O. shall make a reasonable 
assessment. Section 23(4) 

(6) A victim of section 23(4) can only pray for cancellation 
of assessment by showing suflicient cause. Section ~7 

(7) If I. T.V. refuses to cancel and to make a fresh assessment, 
assessee can appeal-to Assistant Commissioner against order passed 
under section 21, onl:)' as regards the proprIety of assessment under 
section "23(4) or his refusa! to consider the circumstances under 
which the assessee might have been prevented from complying
with I.T.O.'srequisitions. Section 3u 

(8) Therefore every person when called upon to make a 
H.eturn should submit a valid Return, then produce evidence to 
Income-tax Officer, if necessary, and then appeal to the Assistant 
Commissioner. . 

(9) Notice under section 22(4) can be issued immediately 
after the notice under section 22(2) has been served but cannot 
complete the assessment Until the date of filing the Return has 
expired. 

(10) No appeal lies against the assessment made under 
section 23(4); only indirectly through sections 27 and 30 appeal 
possible. 

APPEAL 

(11) Appeal is to be presented within 30 days of the receipt 
of the notice of demand or of the date of refusal to make a fresh 
assessment (form in Rule 21). . 

(12) There is no second appeal against Assistant Commis
sioner's decision. 

(13) But in two casel;!, viz., when Assistant Commissioner him
self imposes a penalty or enhances an assessment, an appeal may 
be made to the Commissioner (Section :12). 

(14) ~ssessee may apply any time (though by executive orders. 
CommISSIOners have been forbidden to revise a case after the lapse 
of one year from the date of the order of the subordinate authority) 
to the Commissioner for revision of any proceedings (Section 33) 

254 
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but if the assessee thinks that the matter may have to be referred 
to High Court, he should apply to the Commissioner within 60 
days of the service of the notice of the appellate order, for, in that 
case, he can add a prayer for reference to High Court. . 

(15) On an application to Commissioner for a' reference ~o 
High Court, if the Commissioner refuses, the assessee can, withm 
6 months of the refusal, apply to High Court to cal~ upon the 
Commis!!ioner to !!tate the ral'le and refpr it to the said rouTt. 

STAMPS AND COURT-FEES 

(16) Atrld&yit must be stamped. 
(17) Letter of Authority which is merely a bare letter of 

alhhorisation empowering a person to appear on be]lal£ of the 
assessee, is not to be stamped. 

(18) Letter of Authority which constitutes a. " power of at tor
ney" must be stamped. 

(19) CopIes 01' extracts will be charged with stamp-duty pro
vidpd they are not chargeable to court-fpes. 

(20) WakaIatnama or Mukhtarnama for conducting a case 
before the Income-tax A.uthorities is to be charged with court-fees. 

(21) PetitIon presented to any executive officer of the Income
tax Department for the purpose' of obtaining a COPy of any order 
passed or any 'other document is chargeable with court-fees. 

(22) CopIes of orders or other proceedings of the department 
"hould bear court-fees. . 

(23) Memorandum of appeal prpsented to Income-tax Df'part
ml'nt is to he chargt'd with court-fees. 

IIISCELLANEOUS 

(24) Mt're forwarding particulars of depreciation will not 
entitle an assessee to depreciation allowance; he shall file the 
particulars in the prescribed form. 

(25) He must remember that he is entitled to unabsorbed 
depreciation in future years. It is depreciation only which can 
he carried forward if not full v allowed in the year. 

(26) Tax at the maximum' rate must have "been deducted on 
Interest on Securities and dividends and from profits of registere(l 
firm: and where the total income is below one lac rupees, refund 
is allowablt'. In claiming refund. certificates relatin ... to income 
from init'rt'st on securitit's and dividends should- be fil-;d. 

(27) Lift' In~urnn('(' premium t'xt'mption is up to 1/6 of Total 
Incoml'. 

(2.8) An IIsseS8el' may not draw. his salary due. By deferring 
drawmg of lIalary, he can avoid hu~her rate of tax. 

(29) In the case of a nt'w bUliinel'lll. no as!leSllment will he 
made in the firllt year; as!lessment in the second vear will he made 
on thl! profits of the previous year. . 

mO) Claim for rpfund ml1~t hI' mail/' within ont' vpllr (see 
Jla~p!'I 1M, 137). . 
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Suggestions. 

(1) 
(2) 

(3)' 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

(11) 

(12) 

Section 1 should be made more comprehensive. 
,Section 2:"";;":' 

(a) Defj.nition of agricultural income should be narrowftd 
down to Agriculture, Horticulture, etc. only. 
Broad outlines of exemptions have been suggested. 
(Pa-ge 24). 

(b) There should be no exemption for Tea Industry. 
(Page 23). 

(c) Agricultural income may be taxed by provincial 
'governments where the total income from rentals 

exceeds Rs. 75,000 or Rs. 100,000. (Page 22). 
(d) Question of taxing Forest income should again be 

seriously considered. (Page 23). 
Section 3:-

(a) Slab system, as recommended in the- Experts' Report, 
should not be adopted. (Page 34). 

(b) Exemption of first 1500/- (as a part of the slab system 
recommended in the Experts' Report) should be 
accepted. (Page 33). 

(c) Reduce the steepness of the rates and create more 
intermediate stages of income. In such a case 
marginal relief may not be needed. (Page 34). 

(d) Some statutory concessions be given to audited 
accounts; it will pay the State in the long run. 
(Page 35). 

(e). Profits from current year's income or previous accu
mulations declared and paid in any form (cash, 
share or debenture) should be deemed as dividends 
received by shareholders. (Pages 33, 93). 

Section 4:-
(a) Any payment from the British Indian Exchequer 

received by any person in any part of . the world 
should be taxed as it is earned in British India. 

(b) "Whole Income" basis as recommended' i~ the 
Experts' Report should not be accepted: The pre
sent basis together with "Remittance", provision 
is reasonable and satisfactory. But the term 
" accrue " should be so defined as to include every 
item of direct and indirect accrual. (Page 37). 

256 



APPENDIX C 257 

llluatration :-
A Maharaja having estate in British India takes a loan of 

rupees five crores in England on'the security of his estate in 
British India agreeing to pay the interest in England. In this 
case, the interest is not liable to Indian Income-tax as it is con
sidered not to have accrued in British India though the estates 
are in British India. As this mortgage is an essential J!ondition 
of the transaction, interest payable in England should be regard- , 
eel as income earned in British India. 
(13) (c) If dividend is declared by a rupee company out of its 

profits but the dividends are paid out in U.K. from 
- the income of the company's sterling investments 

(which income has not been brought into' British,.. 
India and where the company is-'ltot, assessed to the 
tax on that portion of the company'-s investments) 
then will not the company's income from' toreign 
investments to the extent of the amount of such 
dividend be deemed to have been brought into Briftsh 
India and be ta~able under section 4(2)? 

(14) (d) Every Individual, Firm or Company <;.arrying on 
business in India and having sterling securities in 
U.K: should furnish to the I.T. authorities every 
year by 15th June, the amount of money remitted 
from outside British India and received in British 
India within the previous year; 

and should specify what portion represents income 
and what portion capital. 

(15) (e) Where any company (sterling or r'ilpee) 'carrying on 
business in British India invests its Indian income, 
profits or gains in foreign investments, income from 
such foreign investments should be taxed. 

(Ui) (f) Commercial undertakings of local authority should 
be taxed. 

(17) Section 12:-

F. S3 

(a) A Tea Company, an assessee as such, is taxed on 40% 
of its profits. 

(6) but when a shareholder is assessed as an individual, 
the dividend received must be taxed on the full 100% 
(no matter whether it is tea or coal or sugar divi
dend) for the dividend is taxable under section 12. 

If the Concession enjoyed by the source (e.g., Tea 
Company) continues to be enjoyed by everybody in 
receipt of money from that source, then an absurd 
position may arise, e.g., University being exempt 
from tax, all teachers getting' salary from the exempt
ed earnings of the universIty should, according to 
the' above, enj'oy exemption. In short, concession 
granted to a tea company under section 2, cannot 
be extended to its shareholders who must he assessed 
under section 12. 
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(18) Section 14:~ 
This section should be so redrafted that a case like 

Hungerford Investment Co. may not be repeated. 
(Page' 76). The previous point has also to be borne 
in mind. 

(19) Section 23(4):-
The calling for book,s of accounts under section 22(4), 

before assessing under section 23(4), should not be 
left to the option of the I.T.O.; the I.T.O. should 
be required, when asseSsment under section 23(4) is 
going to be made, to give a notice again to the 
defaUlter assessee to produce accounts on the basis 
of which assessment should be made, if accounts 
would be available even so late as at that time. This 
provision in -favour of the assessee is necessary. 

(20). Section 23A:-
All loopholes should be removed so that a case like 

David Yule's Estate may not be repeated. (Page 92). 
(21) Section 26:-

(22) 

(23) 

(24) 
(25) 

(26) 

(27) 

(28) 

Should be more precise in view of High Court decisions. 
(Page 100). 

Section 34:-
Should be much more precise. Power of I.T.O. should 

be restricted. Assessment once _ made . should be 
final, except for rectification of an arithmetical error 
and not rectification or application of any prin
ciple; Frivolous re-opening of a case by I.T.O. 
should be strictly prohibited. (Page 112). 

Section 4.k.':- (Pages 124, 125). 
(a) All non-resident and foreign companies be treated 

alike for taxation purposes. 
(b) Trading in and with be defined in the Act. 
(c) Tests be provided in the Act to find out definitely 

whether agency exists or not. 
(d) Business done in any country outside British India 

through an agent in India should be regarded as 
business done in India and be assessed. Section 42 
should be so amended as to include and render tax
able any profits wherever arising from business 
done in or with India. 

Section 49 be entirely removed from the Act. (Pages 135, 
136). 

Section 58A, etc.:-
These are unnecessarily complicated provisions and are of 

doubtful advantages in many cases. With a few 
safeguards, such funds may be allowed to come 
under the Act of 1925. (Page 140). 



(29) 

(30) 

(31) 

(32) 

(33) 

(34) 

(35) 

(36) 

(31) 
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Section 60:- (Pages 141, 151). 
Instructions relating 'to the assessment of Cooperative 

Society are not at all clear or complete. The ma~n 
act (not instructions merely) should provide for 1t. 
The Society should be a separate subje,ct under the 
charging section 3. Society as assessee and share-' 
holder as assessee should be clearly dealt with 

Hindu Undivided Family:-(Pages 159, 160). ' 
(a) How can an absolute transfer to wife be included 

in husband's assessment? 
(11) .. Benami" transaction is taxed but deliberate con

version of income into capital cannot be; as if, the 
first transaction (which is done in many cases f()r 
purposes other than evading· taxation) 1S a greater 
offence than a clear case of evasion of taxation by 
converS10n. 

(c) The suggestion in the Experts' Report of assessing 
H.U.}'. on 50% after aggregating the family income 
and the income of all the members is wholly un
acceptable. 

Life Insurance Companies;- (Pages 161, 113). 
(a) If after a triennial valuation, the Company adopts 

a quinquennial valuation, how to assess in the 
fourth year? 

(b) Rules 25 to 35 are a machinery to find out the asses
sable profits. Once found out, why the profit should 
not be fixed against each year of the averaged years? 
Otherwise, first few years go un assessed and the 
defect in (a) above remains. 

Indian States and Ruling Princes both should be liable to 
income-tax and super-tax in respect of interest on 
securities. (Page .54). 

Pensions to officers of Government residing out of India and 
pensions to other employees residing out of India 
should be assessed to tax. (Page 145). 

Leave allowance or salary paid to officers of Government 
or of private employers when they are on leave or on 
duty in U.K. should be assessed to tax. (Page 145). 

Though High Court decisions clearly forbid whimsical 
assessment purporting to punish the assessee under 
the protection of section 23(4) for his non-compliance 
with I.T.O.'s requisitions, still, assessments from 
time to time clearly indicate that a strong inclina
tion to punish such an assessee does persist in the 
minds of the Income-tax authorities. It is a regret 
that the department 110es not fully realise the diffi
culties of an average businessman of to-day. A 
sympathetic wider outlook is a remedy. The other 
remedy is a provision for appeal. 



260 

(38) A 

I~COMli:-TAX LAW ~D ACCOUNtS 

tendency· to overassess has become the general practice. 
This is regal'ded by the I.T.O. as erring on the right
side for (1) the I.T.O. feels free to overassess with
out any sense of restraint or ~estriction, (2) im
possible amount of highly responsible work thrust 
upon the Inspectors, l<.:xaminers and Officers can. 
give them absolutely no time to think for themselves 
or to study judgments; speed and larger revenue have 
become much more important than judicial disposal 
of cases. The result is overassessment. Apart from 
usual trouble and waste of time, overassessment means 
3 to 4 months of additional harassment, botheration 
and financial loss in connection with appeals, etc., 
and means an equally serious hardship, viz., depo
siting a large sum of money prior to lodgment of 
appeal. If the Income-tax Authorities only keep 
in mind that businessmen have to do business and 
not to waste time and money in fighting an over
assessment, a wider outlook can be secured towards 
Indian business. The remedy lies more in chang
ing the attitude of the department towards its 
assessees than changing the words of the law. The 
other equally important remedy lies not in increas
ing higher posts but in increasing the posts of 
Income-tax Examiners and Officers. 



APPENDIX D 

. Rates of Income-tax. 

A. In the case of every individual, Hindu Rate per rupee.' 
undivided family, unregistered firm 
and other association of individuals 
not being a registered firm or' a company 

(1) When the total income is less than 
Rs. 2,000 ... nil. 

(2) When the total income is Rs. 2,000 
or upwards, but IS less. than 
Rs. 5,000 

(3) When the total inco~e is Rs. 5,000 
or upwards, but IS less than 
Rs. 10,000 

(4) When the total income is Rs. 10,00) 
or npwards, but is less than 
Rs. 15,000 

(5) When the total income is Rs. 15,000 
or upwards, but is less than 
Rs. 20,000 

(6) When the total income is Rs. 20,000 
or upwards, but is less than 
Rs. 30,000 ... 

(7) When the total income is Rs. 30,000 
or upwards, but is less than 
Rs. 40,000 

(8) When the total income is Rs. 40,000 
or upwards, but is less than 
Rs. 1,00,000 

(9) When the total income is Rs. 1,00,000 
or upwards. 

n In the case of every company and regis
tered firm, whatever its total income. 

Surcharge 1/12. 
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6 pies. 

9 pies. 

12 pies. 

16 pies. 

19 pies. 

23 pies. 

25 pies. 

26 pies. 

26 piel'!. 
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Super-Tax, 

Rs. 30,000 exempted in every case .. 
I 

. ( 
Company . 

First Rs. 20,000 (nil) 
I , 

Every rupee In 
excess (1 anna) 

I ;_. ) 
Hindu Undivided Individual, un-register-

Family. First 45,000 ed firm· etc. First 
(nil) Rs. 20,000 (9 pies) .. 

I I· 
Next Rs, 25,000 Next Rs. 50, 000· 

(15 pies) (15 pies) 
---~-

100,000 100,000 
----

\._-
V ~ 

Rs, a, p. 
Next 50,000 , 1 9 

Next 50,000 2 3 
I 

Next 50,000 2 9 
1 

Next 50,000 3 3 
1 

Next 50,900 3 9 
I 

Next 50,000 4 3 
I 

Next 50,000 4 9 
I 

Next 50,000 
1 

5 3 

Next 50,000 5 9 
I 

. or every rupee of the remainder of such excess 6 3 

Surcharge 1/12. 
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A. 

Ability to pay, M 
Absolute transfer by husband $0 

wife, 159 
Abwab, 13 
Accounting year, 30 
Accounting method, 73, 75 
Acconntant $0 represent assessee, 151& 
Accouuts-- . 

failure to produce, 85 
I.T.O.'s power to call for, 85 
if not reflecting true profits, 74 

Accrue, 36, 87 
Accumulated balance, 43, 141, 2411 
Actuarial surplus, 172 
Administrator General, 116 
Affidavit, 255 J 

Agency, 123 
Agent, 119, 120, 126 
Agent assessable on behalf of non
. resident, 116 
Agricnltnr&-

Definitions, 8 
History of taxation of income from, 

16 
Landholder's income at what stage 

may be tued, 22 
Produce, market value, 9 
Partly sgriculture, partly business, 8 
Present exemptions, 6, 7 
Suggested exemptions, 24 

Allowancea' payable to members of 
Impartible Raj, 157 

Allowances (maintenance) from Estate 
income, 116, 156 

A 1I0wancea in respect of borrowed 
capital, 71 

Allowable and not allowable in P &I L 
Alc, 70 

Allowable in assesaing professional 
inoome, 72 

Allowable in assessing Honse Property 
inoome. liS 

Allowable in asaessing Interest on 
securities, 1111 

Annnity, 116, 47 
Annuity under a will, 411, 78 
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Annual accretion, 141, 242 
Annnal average, 173 
Annual valu&-

of a house for letting, 55 
of a house for dwelling, 56 

Appeal, 1154 
to Assistant Commissioner, 109 
to Commissioner, 111, 112 
to High .Court, 153 
to Privy Council, 154 
Forms of; 107 

Assistant Commissioner, 46 
Association of Individuals, 165 
Attendance, 115 
Attendance of Representative, 152 
Attendance of Assessee, 152 
Audited Accounts, 35 
Authorisation Letter, 252 

B 

Bad Debts Reserve, 61, 64 
Bank assessment, 199 
Benevolent purpose, 40, 41 
Best judgment assessment, 87, 254, 

258 
Beneficiaries, 41, 116 
Betting, 4S 
Bonus share, 33 
Bonus in cash, 33 
Bookmaker, 45 
Borrowed Capital, 71 
British Subject, 4 
British India, 4 
Branch in Br. India of non·resident, 

122 
Buildings, 54 
Business-

Assessment, 61, 210 
Allowance in respect of borrowed 

capital, 71 
Change in the constitution, 100 
Change of ownership of, 101 
Connection in Br. India, 86, 119 
Discontinuance, 9S 
Items allowed and not allowed in, 

70 
New, 255 
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o 
Cancellation of assessment, 10.4 
Cash certificate, 63 
Casual gain, 1, 44, 45 , 
Central Board of Revenue, 46, 144 
Charging section, 31 
Club, 177 
Coal-profits from, 10. 
Commission paid to bank for collecting 

interest, 54 
Commissioner, 46 
Company, 27 
Company in liquidation, 31 
Company owning house properties 

mainly, 61 
Concealment of income, 10.5, 225 
Concessions suggested, 35 
Cooperative Society, 146, 147-151, 

259 
Consignment business, 123, 125 

. Constructive receipt, 37 
Contribution-

by Employer, 51 
by Employee, 51 

Court-fees, 255 
Court of Wards, 116 
Creation of occupation, 35 
Culpable non-compliance, 87 

D 

Dairy, 10. 
Dayabhaga Law, 160. 
Debenture interest, 70. 
Deduction at Source, 80. 
Deemed to accrue or arise, 36 
Deferred drawing of salary due, 50. 
Delhi moving allowance, 44 
Deposit in bank, 72 
Depreciation, 65, 66, 255 
Discontinued business, 95, 97 
Disclosure, 138 
Dividends, 63 
Domicile, 35 
Double Income-tax Relief, 129, 135 
Double Taxation, 75, 76, 135, 136 
.. Dne "basis, 50., 160 

E 

Eqnitable adjustment, 65, 187 

INDEX 

Escaped assessment, 112, 258 
Evasion of tax, 92-
Experts' Report Criticised, 33, 37, 

135, 160. 
Exemption by Governor-General, 14-1 

F 

Failure to deduct tax-a personal 
liability, 80., 217 

False statement, 137, 239 
Female separately assessed, 158, 159 
Firm, 27 
Fisheries, 10. 
Flower garden, 10. 
Forest income, 11, 23 
Fresh assessment, 10.4 

G 

Government secw'ity, 63, 54 
Government ~ security pnrchaseJ 

through post office, _ 54 
Gratuities-

received by Railway Servants, 43 
lump sum in lieu of pension, 43 
paid to employees fol' services, 44 

Guardians, 116 
Gur-profits, 10. 

H 

Heads of income, 46 
H_U_F., 75, 154, 155, .25lJ 
H. U.F. disruption, 99 
H.U.F. disruption fQlIowed by 

conversion, 99 
H.U_F. whether a Hindu coparcenary, 

156, 157 
H.U.F. cannot be registered as a 

Firm, 155 
Hindn Gains of Learning Act, 158 
Hindu Woman's Estate, 159 
High Court-

Reference by Commissioner to, 153 
Reference by Assessee to Com· 

missioner to refer to, 153 
on refnsal of Commissioner to st·ate 

a case, Assessee may apply direct 
to, 153 

Reference back by High Conrt t~ 

Commissioner, .158 
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liuuae l'roperty, M, M 
Huspital. 40 

I 

Impariible Estate or Uaj, 156, 167 I __ 

Agriculture, 6 
di8tinguished from capital, I, 26 
escaping assessment, 112 
foreign, when taxable, 36, 37 
from .terling security, transformed 

into machinery, 2, 87 
from dividend of a Company, 72, 

1M 
of religious or charitable institu

tions, 40 
partly agricultural, partly from 

industry, 8 
Meaning of, 1 
Return of, 88, M 

Income-tall Ofticer, 46 
Income-tax Officer having powers of 

a Court, 116 
Indemnity, 1511, 250 
Indian atate, 54, 1159 
Indoslnal venture, 113 
Irrigatiou rate, 8 
Inaolveat, 60 
Interest--

ou cash loan, 11 
on eecnrities, 52 
on Myaore Dnrbar securities, 1i3 
on securitiel beld by P IFond, 63 
on Government securities purchased 

through post office, 1i4 
on aecuritiea reeeived by Co-operative 

Society, 154 
on capital, 54 
on bank deposit, 711, 18S 

Interest unrealised, 75 
Invalid Return, 89, 91 
Investment--

Profit on sale of, 196 
L088 on sale of, 184 

Jallear. 10, 25 
Jnint Hindu Family, 100. 155, 158 
Joint-Rlock (',ompany, ~61 
Juri.diction, 8 

F.34 

J u.tice Ashutosh Mukhe'-jec, 11 
.. Agarwala. 75 
.. llhashyam Aiyaugar, II 
.. Bajpai, 85 

Colltello, 174 
,. Dawson Miller, 18 
.. Derbyshire, 174 
.. Lori Williams, 156 
., L. Mukherjee, 187 
.. Mcnair, 114 
.. NiamatulIah, 138 
.. Panckridge, 174 
.. Rankin, 114 
,. Spencer, 8 
.. Sadasiva Aiyar, 8 
.. Sulaiman, 85 
.. Srivastava, 88 

Jute profits, 10 

L 

Lac, 11 
Land used for storing, 13 
Landholder, Ill, 22 
Land Revenue, 19 
Land Revenue if allowed in assessing 

iJ).come, 1i5, 73 
Leased land, 10 
Leave allowance, 145, 259 
Less Tall and Free of Tax, 166 
Legacies, 45 
Legal charges, 64 
Legal Representative, 95 
Life Insurance proceeds, 42 
Life Insurance Company, 167, .1'1-0, 

173, 174, 1159 
Life Insurance Company Fit'st Valua-

tion, 177 
Liquidator, 00 
Local Authority, 41, 257 
Local rates, 8 
Lord Macmillan, 71, 75 
IJoss of agency, I, 71 
Loss recoverable Ilnder jnRllrance, 70 
LOR~arry forward of, IS2 
Lottery, 45 • 
JJIlDllti~, 116 

M 

Machinery, 65 
Vailltenance aJlowance, 26 
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Manager, 28 
Mango garden, 10 
Manufacture, 61 
Marshall, 34 
Markets, 10 
Marginal relief, 34, 79, 256 
Marine Insurauce Company asses.-

ment, 171 
MalTied woman-{see Female) 
Merc_antile System, 74 
Method o~ Computation,. 74 
Method of Accounting, 73, 75, 120 
Mica, 10 
Milling of paddy, 10 
Mill, 66 
Minor, 116 
Mistake, 85, 114 
Mitakshara Law, 160 
Mortgage, 257 
Mortgage Simple, 11 
Mortgage Usufructuary, 11 
Moneylending business, 12 
Municipalities, 41, 257 
}funicipal Taxes, 1!l0 
Mutual-

Association, 1'75 
Benefit Society, 175 
Insurance Company, 175 

Musalman Wakf Validating Act, 41 
Mysore DlIrbar Security, 53 

Nazat
PlInyaha, 13 
Salami, 13 

N 

for petition to Zaminda)'s, 13 
for succession, set tlement, etc _, 13 

New Business, 255 
Non-Residents--

as are not British subjects. 12!) 
having business in India, 124 
claiming refund., 128 

Notice---
of demand, lOS 
R«,rvi~e of, 152 

Ohsole8cen~e, 69 

o 

INDEX 

Official 'frustee, 116 
Other Sources, 72 
Owner of residential house, 56 
Over-assessment, 260 

p 

-l'ayment in U. R., 37 
Payment out of profits, 71 
Participating policyholders, 175, 177 
Partners responsible, 126 
Partners~ salaries and allowances, 64 
Partnership, 27 
Partnership bel\w«'n H.U.F. & Firm, 

103 
Partition of H.U.F., 98 
Purchase of production right in Tea 

Industry, 198 
Pasturage income, 10 
Patent--

receipts f)'om, 2 
Lump slim receipts from, 2 

Pension
Monthly, 43 
Commuted, 43 
paid to ex-employee, 70 
paid to ex-partner. 70 
to' officers lent to state, 6 
paid in U. R., 145 

Penalty, 137 
for concealment of income, 105, 225 
for false statement, 137 
Recovery of, 127, 235 

Perquisite, 43 
Permanent Settlement, 18,.24. 
Personal Expenses, 72' 
Place of assessment, "152 
Plaut depreciation, 65 
Point of law, 74 
Poultry fal'ming, 10, 24 
Post Office Cash Certificate, 53 
Post Office Savings Bank yield, 53 
Power to make rules, 248 
Power to make exemptionR. 249 
Power of Att~rney, 255 
Private enquiries, 85 
Private canals, 11 
Private security, 52, 166 
Privy Conncil, 87, ]22, 156, 176 
Principal office, 28 
Prin('ipal place of hnRinflBs. 159 
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PreUliuw-
L. L I'., n, 183 
oQ ahare, 70, 184 
lor aettleDlAlnt of waate land, 13 
for transfer of holdings, 13 

l'reviou8 year. 29, ao 
Adoplion of different previous year", 

31 
Property beld under Tm.t, 38 
Profeaaor Radbakamol }[ukberjee, 20. 
Profeaaion, 71 
Profe •• ional feel, 36. 72 
Profit·" Loss A/e-

Adjuat went for I. 'I'. purpolleH, 63 
Prosecution. 81, 85, 137, 1M, 2:J1) 
Provident Fund, 42, 51 

Government, 51 
Recognized. 51. In 
Private. 51 
Not enmpt frulIl fl. T.. 201 

Profit. not received in Br. Illdia, 111) 
Punyaha Nazar. 13 
Punishment 10 IIR,oeRflee8, 87 

Q 

Quarry, 10 
QIlf'Ation of law. 153 

R 

nail wily Provident }'und, 51 
ltates of Income·tox, 261 
Rille. of Super.tax. 2(;2 
Hebete (or refund), HI) 

Receiver. 116 
Reeeiver.of renf in kind. 7 
Re<'Overy of ~aJI. 127, 234 
Recovery of Penollie., 127, 235 
Recognioed Provident Fund, 51. HI. 

258 
R""ti6cation of a mi.take

by I. T. 0., 114 
by A.Re.ael'. 85 
10 be completl'I!, 115 

Reference to Hi/lh Cou"', 15S, 255 
R~ft'rl'nre I., be ht'ard by High Courl. 

154, 252 
Refunds. 128. 1:16. 137 
Rerert'88; IU 
Rt'gialered Finn. 161 
Rl'gi.tration of a firm, 102 

Relief in Double Taxation, 121), 135, 
258 
Method. of working out of, 130 
Effeciive I'ate in, 130 

Remittance, 5, 36 
Rent unrealised, 51) 
Rent·free residence, 44, !7 
Re·open usse8sment, 114 
Repairs, 55, 11)7 
Reseltve, 64, 186 
Revision petition. Ill. 112. 255 
Review, 115 
Rewards. 2 
Returll--what eonstitut.es, I!jl:! 

Royalty, 11, 73 
Rubber profits, 10 
Rules, 144 
Ruling Princes, iii, 2!l!l 

s 
Salami, 13 
Salt fmlll sea water. 10 
Sachin Sen, Mr., 20 
Saillry, 47 

Paid outside India, 145 
Partner's, 64 
due but not drawn. 50, 255 
definition according to Hee. 58F, 141 

Scale of rates may he reduced. 34 
School, 40 
Scholarsbip, 144 
Scope of the Act, 4 
Security-

Govt. (rupee or sterling). 511, !l4 
Private, 52, 166 
Sale of, 52, 200 

Service of notice, 250 
Set·off of Loss, 93 
Shebait, 3!J 
flhare.hroker, 1!11 
Shipping Company, 127 
Silk profits, 10 
Siah system, 33. 256 

#Slab and Btep Systems Compared. 33 
flJices. their economic valne, 33 
Bouree ahoent in aSRe •• mE'nt year, 32 
Speculation profits, 45 
Stridhan, 158 
Stages of income be increllsed, 34 
Statement of caoe, 1511, 251 
Stamping, !.a55 
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Sterling investments, 53. 257 
Stock vjLluation, 75 
Succession, 101 
Suggestians, 256 
Sngar,'''l3 

Brown Sugar making, 10 
refining, 10 

Suit in Civil Court, 154 
Super-tax, 201 

T 

:I.'axation Enquiry Committee' Report, 
19, 

Taxation at source, 80 
'Tea Company, 11, 14, 23, 178, ISO, 

196, 256,-257 
Tea Seed, 180' 
Threat of prosecution, 138 
Time limit for assessroexlt,8(l 
Toddy mcoine, h 
Total Income, 28; '33, 141 
Trading in and with the COllDtry, 125 
Tramp s.iIips, 127 
Transference of ownersbip by 

snl-vivorsbip, 101 

Treasury bills, 73 
Trustee, 116, 118 

u' 
Unabsorbed depreciation, 255 
Undistl'ibuted profits distributed .in 

the form of Debenturea, 33 
Unregistered Firm, 161-164 
Upkeep of Tea Estate extensions, ISO 
Usufructuary mortgage, 11 

y 

Vagu!l suspicion, 113 
Valid Return, 89, 91 

w 
,Wakf;41 
Wife'~ separate' propelly, 169 

z 
7.an indari iDccl'uf',' 73 
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